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Abstract

ABSTRACT

The purpose of this PhD thesis is to make a carttah to existing knowledge
in the field of critical accounting by studying diemechanisms and their link
to income/wealth inequality in Sri Lankan societydathe role of accounting

technology in facilitating such mechanisms.

The literature review revealed that: a) Global ety is aggravated by the
disparity of economic development which is possiblely through state
intervention; b) Unemployment is considered as lentdna for economic
development in developing countries by most
politicians/administrators/researchers; c) In aayntry, around 60-70 percent
of employment is generated by small and mediumdszeaterprises (SMES)
and; d) Their major problem is access to crediis Tesearch was designed to
find out how the credit system works anathy certain SMEs do not have
adequate access to credit to develop their bugsge&s provide employment; to
increase the share of national income to the lamweome groups; to narrow

down the gap between the rich and poor within atdieen countries.

A case study research approach was followed toaeixtdata on real-life
experiences of the research participants. Relighdf data was ensured by
using various verification techniques and maximufforess were made to
balance the two extremes of validity of the reseaiaternal and external. The
extent of representation by the cases and the besktested, and judged as
high, with 12-14 characteristics common to the l%mkan credit culture and
banking industry respectively. Marxian critical ¢thes were used for

theoretical guidance throughout the research.

The three case studies provide empirical evidemcetife existence of the
discriminatory nature of credit decision-making whdwo credit applicants

were successful but a third credit applicant failadobtaining credit. It is

Xiv



Abstract

contended that the two successful applicants wenegul enough to approach
a more powerful bank Chairperson and to obtainitoedside the normal credit
rules with the support of accounting technology arsing masks such as
patriotism and social responsibility. The other laggmt, who was initially
accommodated with credit at the lower level, confit convince the credit
decision-makers at the higher level with expengivefessionally prepared
accounting reports. This applicant was not fromirdluential social network
and could not reach the powerful credit decisiorkens informally was rejected
through strict application of credit rules. Deeglgnis of these facts supports
the Marxian claim that credit and exploitation matisms work towards

concentration of wealth and sustaining income iaéityu

Credit decisions supply money to influential indwals and it is argued that
such economic power enhances the social powerbfighose individuals,
which in turn reinforces the propensity to makefgmential credit decisions,
thereby making them richer. In contrast, a lack nebney translates into
powerlessness, deprivation and exclusion from bacidvities for the majority
of the poor. In this process opportunities are tostisadvantaged social groups
and this necessarily results in poor people’s egwvnostatus remaining

stagnant.

These power-driven, discriminatory decision-makgygtems not only restrict
the availability of financial capital for feasibfgojects, but also deny credit to
potential enterprises. Further, wasting resourcesiideasible projects, while
ignoring the need for nurturing potentially vialpimjects, are a double blow to
efforts towards employment generation and econowhwelopment and

therefore, are detrimental to the economic welipaif the general population.

These findings provide insight for policy formulegofor more productive
financial capital mobility systems in Sri Lanka. it suggested that suitable
State intervention in regulating SME financing ebtémove such credit-related
obstacles to economic development, and work towardair distribution of

economic benefits to the people in Sri Lanka andyobd.
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Chapter 1: Introduction

CHAPTER ONE

1 INTRODUCTION

1.1 Research motivation

Entrepreneurship promotion and enterprise developrhave been commonly
identified as the main sources of employment gdiwgrdy most development-
policy formulators. These policy formulators incdudgovernments and
academics as well as international developmenttagemd experts (Bank of
England, 1999; The World Bank, 1998). Enterprisespecially small and
medium-sized enterprises (SMEs), provide a solutiorto
unemployment/underemployment problems and therefdaraprove the
economic well-being of people. This research wasally motivated by the
researcher’s interest in finding out why developaogintries like Sri Lanka do
not produce adequate successful enterprises amdagersufficient employment
opportunities so that the majority of poor peopsn dmprove their living

standards.

The preliminary investigation, which is describedtihe next section, into this
real-world problem shows that credit systems aegiph a significant role in

providing necessary financial capital for entemgsito start, grow and achieve
economies of scale. Also, this preliminary investign provides research
findings that criticize certain bank credit systearsd methods. On the other
hand, irrespective of the status of the country ahether developed or not,
there is a widely accepted consensus on the inogeasp between rich and
poor not only within countries but also among coiestbecause of an unequal
distribution of income and wealth to all peopleotinghout the whole world.

Goulet (2001) explains this phenomenon as follotitsis now apparent that

development does not deliver economic well-beingltmations and people: in

its distribution of benefits, it is not just (p."2)
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The preliminary investigation raised doubts on fodowing issues: Is it
common that certain credit decisions have been mait®ut adhering to the
principles of credit evaluation but have been basedother motives of the
decision makers? Do such credit decisions workresganterprise development
and employment generation? Does this social mesiraoalled a credit system
act as a road-block for distributing economic basadhirly and justly to all
people in any country? What is the role of accawntiechnology in credit
decision making? Therefore, the researcher dedmleavestigate and explore
possible explanations for the existence of sudtslimetween credit mechanisms

and income and wealth inequality in Sri Lanka.

1.1.1 Preliminary search

The preliminary literature review revealed that tentribution from SME
businesses is significant to the tune of 60 or @@cegnt of both the gross
domestic product (GDP) and the employment generati@ country in general
(Bank of England, 1999). However, the Governorhef Bank of England says,
“A particular problem at this end of the scale ésess to start-up or early-stage
finance for disadvantaged groups in poor-neighboadk (1999, p. 207)".

It is also argued that budding entrepreneurs frdferént demographic groups
do not have similar opportunities in accessingrfog some groups have less

access while other groups have more access tacénzapital.

The Nobel Peace Prize in 2006 was awarded to Fhahammad Yunus for his
role in promoting financial services to the poodenthe concept of Grameen
Banking in Bangladesh. This highest level of redtigm for Prof. Yunus’'s
effort in facilitating disadvantaged social grougdshe society shows that there
is a need for credit facilities to be extendedhe poorer levels of society and
that the banks are ignoring the potential of lowass enterprise (The
Economist, 2006).

However, questions such as: “Is discriminatory ttretkcision-making a

common phenomenon in Sri Lanka as well? If so, “Hamd why do bank
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officers employ such decision-making methods intcacpce?” remain

unanswered.

There are arguments that credit systems are pdrtparcel of a total socio-
economic mechanism which, according to Marxisnstrisctured for continuous
accumulation of capital to its owners. Marxism iss@cio-economic theory
which tries to uncover the way in which certainug® gain power in society
and then hold that power for their own benefitN®ore, 1994).

According to this theory, bankers may generallyfgaréo lend to people who
already have capital, so that capitalists can coenpsore effectively while
eliminating new entrants to the market. Also, slestding approaches could act
as road-blocks for enterprise development and agtga unemployment
problems especially in developing countries. Moggov this chronic
unemployment/underemployment problem could contebutowards a
disproportionate delivery of economic well-beinggreasing the income/wealth
inequality in society. Therefore, the researchenterest was then further
focused towards the role of the credit system endbntext of entrepreneurship
promotion and enterprise development and, accasditiys thesis was entitled

‘The role of bank lending in sustaining income/weahequality in Sri Lanka’.

1.1.2 Motivation to adopt critical approach and positioning of the

researcher

A dramatic increase in research interest on thesralf state and economic
policies in economic development has been visihleind the past decade
especially from the critical theory school underrikam with various neo-
Marxian analyses and theories emerging. Neo-Marxefers to theories within
the Marxist tradition with certain variations tonse of the original concepts of
Marxism. These critical researchers (for examplihar, 2004; Goulet, 2002;
Korzeniewicz & Moran, 2003; Lapavistas, 1994, 192000, 2003; M. Moore,
1997; Passe-Smith, 2003; Saad-Filho, 2003; Seligsdtasse-Smith, 2003b;
Tinker & Gray, 2003) argue in favour of state intEwtion as against complete

free-trade economic policies especially in fadiitg a more conducive

3
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entrepreneurial environment. Based on these tredtie researcher positions
himself to investigate the research problem from $tandpoint of Marxian

critical theory.

Prominent economists (for example, Alan Greenspdohammad Yunus,
William Pesek) openly advocate the importance afesintervention and often
treat credit as an important tool in dealing witdverty. Yunus says that, “credit
is a human right and poverty is created by sogisiesns” (2006, p. 27) while
Pesek suggests that, “if developing nations arketmome mature economies
central banks must do their jobs” (Pesek, 20061%). These views also
influenced the researcher to be more critical sdpproach because a critical
approach exposes and challenges the prevailingkiteusystems and practices
(O'Leary, 2004) which are fundamentally mediatedhistorically constituted

social power relations (Kincheloe & McLaren, 2005).

1.1.3 The knowledge gap

The above preliminary search provides evidence tfer importance of

enterprise financing in employment generation anproving the well-being of

people. Various development theorists (for examila;zeniewicz & Moran,

2003; Seligson, 2003; Passe-Smith, 2003 and Abram@@03) have discussed
uneven economic development and its link to inceveealth inequality among
(as well as within) countries. The literature rewidiscusses in detail the link
between social mechanisms such as credit systeqpisitation and accounting
technology and the disproportionate distributioneasbnomic benefits among
the people. But, what methods are used to justifgh credit decisions and
what motives and social factors drive the decisiakers in making such

decisions, are further to be researched and exgalain

1.2 Research questions

In light of the above knowledge gap, the reseantérest was narrowed down
to investigate how and why a certain group in daetpcould have more access

to credit than some other demographic groups. 8iigjl how and why the

4
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credit decision-makers facilitate credit applicasofrom one group but deny
credit applications from another group. These twestjons are two sides of the
same coinhow and why certain bank lending procesaes discriminatory in

nature.

Then, the researcher seeks to provide evidence ftramliterature for the
existence of the mutual relationship between suelmdihg and the
disproportionate distribution of economic benef#mong society at large.
Mutual relationships between variables could gdhe@eate a reinforcing-
mechanism. This dynamic nature of variables, whiehcomplementary to each
other’s survival and enhancement, is called a tegiated function. According
to Marx, credit systems transform into powerful iasbenechanisms for the
centralization of capital (Marx, 1867 in De Brunfh&003) which in turn result
in income/wealth inequality in societies. On théast hand, income/wealth
inequality divides people into groups and, someigsocare capable of enjoying
credit while some groups are not (Bates, 1973 &1189 Cavalluzzoet al
1998). Therefore, the credit mechanism and inargasocial/economic
inequality are two co-integrated functions whichulco create a mutually

reinforcing chain of proceedings.

Based on the above explanations and argumentsgsbarcher seeks to explore
what theoretical perspectives could be appliedxjdaen the rationale behind
this social mechanism and, therefore, the firstaesh question of this research

is defined as follows:

1. Do credit mechanisms and income/wealth inequalieate a mutually

reinforcing cycle in Sri Lankan society?

In other words, this research attempts to expldre nature of providing
finances to SMEs in Sri Lanka and to explaow certain credit decisions are
made and whether such credit decisions contrilwutbe creation of a mutually
reinforcing cycle and hat is the impact of such credit decisions on the

inequality in the society. To facilitate the crilcanalysis and theoretical




Chapter 1: Introduction

explanation of this research question the investiggprocess proceeds in three
stages:

» First, it seeks to explore the nature of creditiglens made in Sri Lanka

by studying a few cases.

* Second, it focuses on how and what methods weré bgedecision-

makers to make those credit decisions.

e Third, it attempts to explain the decision-makimggedures applied and
if applicable, to expose the motives behind suchkbaredit decision-
makers.

The other research questions for this investigagom formulated from the
literature reviews carried out in this researclne Tollowing research questions
were derived from the preliminary investigation @splly from the comments
made by the Governor of the Bank of England (1@B€jussed in section 1.1.1
of this chapter:

2. Are credit decisions made in favour of influenbakinesspeople?
3. Are certain demographic groups at a disadvantagehtaining credit?

4. As a result of favourable credit decisions, couifluential groups of

people get richer and more influential?

5. Are “ability to obtain credit” and “becoming morenfluential” mutually
reinforcing?

Such multiple research questions could provideulsesights about where to
look for relevant evidence, especially when theaesher’s approach is critical
and, when structural changes are expected towands anfair and just financial
capital mobility system as the end goal (LincolnGuba, 2003). Therefore,
such research questions could provide a strongdtion to theorize the

research findings more effectively and meaningfully
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1.3 Research methodology

An extensive literature review was done to frame tmethodological
philosophy behind this research. Significant oygrlag and commonality are
inevitable among the research strategies and methsed in social research

today (Hammersley & Gomm, 2000).

The main data-collection techniques used in theeaech were conducting
interviews and obtaining answers to questionnaifagther interviews and
cross-questioning were necessary for revalidatfatata descriptions and in the

story-building exercise.

In a multiple case study approach within a singlguiry, a considerable depth
of investigation could be achieved towards a cogemiclusion by broad and
deep analyzing of data of several cases compalsatwel cohesively whereas
in a single case study research, the amount of daliected and thick

descriptions may be vital to develop more convig@anguments.

Propositional knowing is instrumentally valuableemhthe critical approach is
followed by the researcher. Many researchers (kamgple; Hooper, 2001,
Lincoln & Guba, 2003) advise that stating some tagecal statements when
designing research will move the researcher irritite direction. According to

Hooper (2001), these initial theoretical statemdatslitate the researcher in
building explanations and eventually, to compare tindings with the

theoretical statement. The theoretical framewonkettged for this research is

based on critical theories.

The conclusions, which are critical and subjectae composed primarily by
abductive inferencing (something might be the reasoipported by inductive
reasoning based on empirical evidence. From tleeatitre, some secondary
data analysis on inequality and development measwes also necessary to

support certain arguments.
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1.3.1 Case study research

As case study research is often used in sociahrelsd¢oday, the soundness of
the researchers’ arguments is refined and enswréavbstigating the cases in
considerabladepthrather than th@umberof cases studied and/or quantity of

data collected on each case.

The case study research method is more appropmidies research because, a
study of individual elite political identity can hesed as a lens to examine larger
political processes, as identities are aggregatgublitical power and culture in
which they are embedded (Hite, 1996). Most researcipractical issues are
case studies and some are reconstructed from eeadgthered by the research
participants’ personal experiences because they ralevant, interesting,
politically ‘hot’ or even misunderstood (O'Leary)5). Also “case studies can
take us to places where most of us would not havemportunity to go”
(Donmoyer, 2000. p. 61). This research is in adfehere access to data is
restricted and the researcher’s personal experiwasaised to develop one case
out of the three cases discussed.

1.3.2 Research design

The whole methodological process of this researonsists of several
components. The preceding sections described tbeameh objectives, the
research questions and the arguments on which ebearch questions are
formulated. The following sections briefly deal wibther components of the
model namely: the theoretical framework; unit oflgsis; field, site and the
number of cases; case selection; data collectrmhgdata management including

in-depth analysis and theorization.

1.3.3 Theoretical framework

According to Lincoln and Guba (2003), the applioatof critical theories (for
example: Marxism; neo-Marxism; feminism; construstin; critical sociology;
Freudian or Foucaudian theory, etc.) in researchaadylife problems is more

appropriate when the research is about an anticipat social transformation,
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particularly towards more equity and justice. Tlere, Marxian critical theory
is considered as more appropriate to interprettb@drize the research findings
in this research. Wolcott (1994) advises that “itheaory (or theories) works
well as a starting place, to use it and, to lebties to guide the researcher” (p.
13). Accordingly, this selection of a critical thigat the beginning helped the
researcher to maintain focus especially in the datidection and analysis

stages.

1.3.4 Unit(s) of analysis

In the investigation process of this case studgaesh, the subunits of analysis
of the cases were identified as the incidents aedts which have taken place,
leading up to decision-making (Hooper, 2001). la tirocess of theorization
these subunits of analysis collectively explain acro-level holistic unit of
analysis; the medit mechanismwhich significantly possesses the power of
controlling financial capital in Sri Lanka. Caseere selected from different

perspectives to represent this credit mechanism.

1.3.4.1 Data collection and case selection

Case study is a main method. Within it differenb-soethods are used:
interviews, observations, document analysis an@rde@nalysis, work
samples and so on. ..are part of what is callesl ntulti-method
approach...If thexonverge(agree) then we can be reasonably confident
that we are getting a true picture (Gillham, 20801 3).

The multi-method data collection approach emplayethis research consisted
of interviews, questionnaires followed by furtheterviews for revalidating and
story building complemented with document and rdcanalysis. Direct
observations connecting with personal experiencelddit, 1994) and daily
diary narrations (Hyers, Swim, & Mallett, 2006) tifie researcher were
reconstructed using the same interview questioms questionnaires as were

used with other research participants.

Initially nine senior bank officers (with more th&a0 years of experience) were

interviewed several times over the phone to gabiasic information about
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lending instances where they were involved andfrevaware of the decision-
making process. Among the cases reported by theipants, two participants
reported three cases comprehensively. Data wa&hbleaior another case by
reconstructing the researcher’'s own personal expeei, through interviews of

other participants and, also by document and reanadlyses.

1.3.5 Number of cases

After considering the boundaries, access to fieddes and data it was decided
to select at least two cases which could represgenfive scope criteria (see
below) concurrently and/or separately. Howeveradditional case was also
considered because it is politically interestingd dmked to the economic
policies of Sri Lanka. Also, providing evidence rframultiple cases is often
considered more compelling, and the overall stuglyheerefore regarded as
being more robust (Herriott & Firestone, 1983).tRar, several case studies in
one inquiry is advisable when the inquiry is abweealationships between
variables, rather than generalization to a popuhat\Wwoodside & Wilson,

2003). Therefore, it is concluded that a maximuinthoee cases would be
selected out of the cases presented by the pamitsn the grounds explained

below.

The scope of this inquiry is based on five critegaedit decision-making
processes (formal and informal); size of the emisepand entrepreneurship
(small and medium); outcome of credit decisionsariged and denied/not
granted); hierarchical level of the decision-makeigh and medium); and type
of credit applicant (influential/capable and ndiuential). The following table

(Table 1-1) summarizes the five scope criterialfierthree selected cases.

10
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Table 1-1: Representation of the scope criteria bthe three selected cases

Casel Casell Caselll
Scope criteria
Decision-making process Informal Informal Formal/informal
Size of the enterprise Medium Medium Small
Outcome of the decision Granted Granted Not granted
Decision-maker Chairperson Chairperson Middle-management
Credit applicant's status Influential Influential Not influential

All three credit applications which have been cdaestd for this inquiry, are
typical in nature in the Sri Lankan context andréfiere represent the general

credit culture in Sri Lanka.

Apart from the primary data collected through iatews and questionnaires,
document and record analyses were done for aletligses with relevant
archival records such as legislation and enactmamtsulars issued by the
subject bank and the regulatory authorities, anmeglorts, rating reports
published by rating agencies such as Capital lgegice and FITCH, research
reports published by stock brokers, newspaper alagamine articles and

management reports.

1.3.6 Data management; story building and in-depth analyss

The method used for data analysis within the fraoréwof this case study
research approach is story building through namatinalysis. The literature
provides secondary data to elaborate the unevemibdison of economic
benefits among and within countries (see Kegley &rWittkopf, 1989;
Maddison, 1983, 2002, 2003; The World Bank, 19983a, 2003b).

11
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Narrative analysis (Riessman, 1993) or the naeathode of knowing, also
referred to as the paradigmatic mode of knowingiigr, 1990) is the primary
analytical strategy employed in this data analyssause: first, as Llewellyn
(1999) claims that, narrating is a mode of thinkangd persuading that is as
legitimate as calculating (p. 220); secondly, aar@awska (2004) points out,

“narrative” in Latin probably comes frognarus(knowing) (p. 7).

Qualitative researchers are story tellers (Wolcb®94). Therefore, the three
cases were constructed and reported as storierding to Polkinghorne

(1987 cited in (Czarniawska, 2004) plot is the baseans that brings all the
events and incidents into one meaningful wholethia staging process, first,
main characters are introduced and then the s®rgreésented following a
sequential and/or a logical order, whenever apptgrAnd then these stories
were further investigated with considerable depth dooss-questioning the

research participants and examining post-eventldevents.

Therefore, the data collection, analyses and ing¢gpons are done through
continuous interaction with the research participalt was a reiterative process

with a focus on story building, in-depth analysisl anterpretation.

1.3.7 Interpretation and theorization

The literature review was structured to cover Mamxcritical theories and their
application in accounting. The analytical interptein and theorization of
research findings were based on Marxian criticallysis of social interaction

and social life described and analyzed from the s#sries.

In theorizing the findings of this research, thee@rcher attempts to convey a
message to the policy formulators of developingntoes on the importance of
credit mechanisms in financing SMEs as a solutmnuhemployment, if they
want to guide their countries to prosperity and rowe the well-being of the

people.
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1.4 Significance of the study

The significance of this study is two-fold: first critically analyses and
documents the prevailing credit culture and systprastised by a particular Sri
Lankan bank. Second, the research findings may thelpolicy formulators of
developing countries to understand micro-influenaghin the credit system
and make necessary reforms if they want to devidiep economies and to

distribute the benefits to all people fairly andtjw.

A substantially prolonged debate is apparent ammagy economic, social and
political theorists, psychologists, anthropologitsl other various scholars (for
example, Abramovitz, 1986; Firebaugh, 1999; Kha®79l Korzeniewicz &
Moran, 1997; Kuznets, 2003; Maddison, 1983;) on tiseng inequality of
world income distribution and the widening of intal gaps between rich and
poor people (Lewis, 1966; Ranis, 1972; Rostow, 199he experts have
developed and been redeveloping various theoriexpain the situation and
explore the crux of the matter with a view to finglia solution to this problem.
Access to productive knowledge, access to capitakets, population stress,
lack of natural resources, quality of human capitailture, religion, ethics,
quality of institutions and policies, lack of leasleip and vision, power-hungry
leaders or nations, imperialism or colonizationpbgllization, bureaucracy,
corruption (Gray, Owen, & Adams, 1996), familiabanyism, lack of corporate
governance and others are most popular among tinenous causes proposed.
In this light, it would be timely to investigate miaular bank-lending practices

on development/underdevelopment of a country.

1.5 Limitations, remedies and some notes to the reader

The following issues were identified as the majarriers to the research study,
analysis and theorization. First, to evaluate tffecéveness of the credit
decisions observed in these case studies, avéyadil post-event information

was limited to published data and to the respon$dise research participants,

as the researcher left the bank in 2003.
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Secondly, all the cases belong to one private hankri Lanka; however,
according to Hooper (2001), it does not affect espntativeness because
“explanations are sought and the validity of thelamations or theory derived
depends on the logic of the analysis not on houcéfggthe cases may be” (p. 1).
On the other hand, Gluckman (1961) argues thatflgleone good case study
can illuminate the working of a social system inway that a series of
morphological statements cannot achieve” (p. AdciteMitchell, 2000). Also,
according to Chua, case studies conducted in thielife-world of actors are
preferred to distant large scale sampling or mattma modeling of human
intention” (Chua, 1986. p. 615).

Thirdly, organizing and getting comprehensive reses to questionnaires, and
prompting participants’ memories, etc. were chakn Fourth, because the
cases are from Sri Lanka, where socio-cultural poldical backgrounds are
different from that of developed countries, thedevamight be unfamiliar with
some of the situations, however, every attempt masle to make the case
studies easy to read and understand and, alsd ehapter has been dedicated

to describe the background of Sri Lanka.

Then, anonymity was necessary to protect the iges# eand its real participants,
therefore, the names used in these cases areofistibnd therefore, some
important background information had to be supme@sghich made the story-

building challenging.

Finally, effective organizing of the descriptiomadysis and interpretation of
three case studies and integrating them into a ntogenclusion were

challenges. Traditionally, the cases are analysesk dy case. However, it
seems more effective to consider similar casestliegavhen the research is
done using multiple-case methods. Every attemptmade to avoid confusion
by providing cross-references and drawing attertbaihe relevant events of the
case in the analysis chapter. However, this issoeldvnot be a critical one

because they are presented as simple stories.
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The researcher was unable to find related resaar&hni Lanka, although this
likely increased the originality of this researabpit, it also prevented the
researcher building on, and comparing this reseéirafings with previous

research findings regarding this research topic.

1.6 Chapter framework

This thesis consists of nine chapters. The rethethesis is organized through

the next eight chapters as follows:

Chapter two reviews the literature; the first pduis chapter discusses about
global inequality and its integration to credit rhanism and, it attempts to
justify briefly why Marxian theories are appropgatand convincing in
explaining the research findings of this reseaiidten it portrays the need for
theoretical analysis of the research problem ustety, and explains why the
literature review focused on critical theories, exsally Marxism, from an

accounting perspective.

Chapter three illustrates the methodology applethis research. The first two
sections of the methodology chapter were dedicatedaborate the strength of
the critical theory perspective, with a literatureview on the historical

evolution of theoretical and methodological thougind paradigms. Then, it
proceeds with justifying the appropriateness of litpteve research

methodology, and the application of the case stedgarch approach in this
research. Chapter four describes the applicatiospetific research methods

and techniques used in this research.

Chapter five provides a brief description of Srinka and its socio-economic
and political background drawing special attentiormoney, credit, power and
the culture of informal methods. Chapter six présehe three case study
stories. Chapter seven analyses those case stamitsliscusses the mutual
relationships with continuous validation and reliépchecks with the research
participants and peer scholars. Chapter eightpre¢s the research outcome

from theoretical perspectives and Chapter nine sli@mclusions.
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1.7 Conclusion

This thesis seeks to explore the nature of padrotiedit decisions made in Sri
Lanka by studying three cases. According to Mandaalysis, money means
power and success depends mostly on power. Siypiladk of money deprives
the majority of the poor from social activities avé they have the necessary
skills and abilities. Bankers, commonly known as gluardians of public funds,
have indirect possession of money. Especially goantry like Sri Lanka the
bankers enjoy much power through their lending slens irrespective of the

extent of their authority for decision-making.

In the final analysis, this thesis seeks to analyeeaedit mechanismin Sri

Lanka and examine the role played collectively bg social-cultural and
economic-political factors in credit decision-makint also seeks to explore
possible links (positive or negative) between swcbdit decisions and the
increasing inequality in Sri Lankan society (Then@al Bank of Sri Lanka,
2008). Therefore, the research findings might bipfbkin restructuring the
financial capital mobility system towards econordevelopment and for just

income/wealth distribution in Sri Lanka, and beyond
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CHAPTER TWO

2 LITERATURE REVIEW

2.1 Introduction

This chapter, firstly, presents and reviews thelalbke literature on long-term
income/wealth inequality trends both between anthiwicountries. Then it
applies Marxian critical theory and a Marxian explion of historical
development to explain these long-term income/ikealequality trends by
linking social power and access to financial cdgiiaincome/wealth. Finally,
this chapter extends Marxian interpretations ofdges between social power,
access to financial capital and income and wealtxplain the ineffectiveness

of credit mechanisms in developing countries iatieh to SMEs.

Marxism has earned vast acceptance as one of @mel ¢iheories which tell the
story of social history (George, 2003) and, acewgdpd Tinker, “Marxist value
theory provides a rich vein of research analysid practical engagements”
(1999, p. 643). Neo-Marxism is a critical theoryvel®ped upon the core
principles of traditional Marxism which is widelyalted classical Marxism.
Therefore, in this thesis the term ‘Marxian’ is ds® represent both the

classical and neo-Marxism.

These Marxian critical interpretations provide thesic theoretical framework

for interpreting and theorising the findings ofstinesearch.

This chapter consists of ten sections. In the tveatsections (2.2 and 2.3) there
is a discussion of potential mechanisms inherentha vertical inequitable
relationships both among countries and within Sainka. Then it critically
reviews the accessibility, affordability and avhilay of credit to SMEs. Then
(in 2.5) there is a brief introduction to Marxismdaa review of literature on the
application of Marxian concepts to show why critib&arxist lenses are useful

in critical accounting research. In the sixth plagereviews the Marxian
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critigues on global inequality and associated liriks credit. The chapter
proceeds to illustrate the influences of nationabitalist forces in the
weakening of state power and sustaining inequalitigin a country. The next
section (2.8) elaborates the role of the financagital mobility system with a
view of explaining the coalition between financehd industrial capitalists
followed by how the credit system impacts on unéqumeome distribution.
Then there is an outline of the Marxian interpietatof social structure and
credit system. Finally it summarizes the chaptenteats and provides

conclusions.

2.2 Inequality among and within nations

To frame the theoretical foundations for this resleat is important to examine
how world economic inequality and credit mechanisare co-integrated
through different levels. Wealth generation anditeamccumulation in the
world’s economy exist at different levels—from thieternational to the
national, from local to institutional and finallp the individual, and there is a
vertical relationship across these levels (see Bhut®86; Korzeniewicz &
Moran, 2003; Seligson & Passe-Smith, 2003b). Thathe existence of inter-
country economic inequality creates intra-countmggualities which finally
result in sector/industry inequalities (Wickrama &ulford, 1996).
Reciprocally, sectorial inequalities reinforceratountry inequalities which,
in turn, contribute to maintain inter-country in@djties (Wickrama & Mulford,
1996). This discussion exposes the knowledge gdpisnfield with regard to

how andwhy credit mechanisms facilitate this world system.

According to Maddison (2003), inter-country ineduyalof world economic
growth has been evident since the year 1000. Gratssnal product, per capita
GNP and their growth rates are the traditional mess used to assess the
progress of economic development. The proportishate of poorer countries
has been drastically reduced while the richer natltave been able to maintain
their share and therefore the gap between richpad countries is widening

significantly every year (Maddison, 2003) as shawhRigure 2.1 below.
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Figure 2-1: Proportional impact of the increasing @p between rich and

poor countries

As shown in Table 2.1 below, this widening gap oardd and recorded close
to $20,000 GDP in 2001 with rich countries enjoyi®g2,832 of GDP per
capita while poor countries recorded only $3,33G0BfP per capita (Maddison,
2002). In fact, in 1950, rich countries had a G2 gapita nearly 5.2 times of
that of poor countries. These rich countries matleiased their GDP per capita
from $5,663 in 1950 to $22,832 in 2001: 6.8 timéghat of poor countries
(Maddison, 2002). Maddison (2002) argues thaigéye continues to widen, in
absolute terms, if those countries continue witkirtpresent economic growth
rates. He predicts that the gap will be nearly $28 by the year 2015.
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Table 2.1 below elaborates the gradual increaseisngap. It provides data for
each group of countries separately compared toatlegage world GDP per

capita income.

Table 2-1: Widening gap between rich and poor counies measured by
GDP per capita (1990 international $)

Year 1950 1962 1973 1990 2001 2015
Group of countries Projected
Western Europe 4,594 7,512 11,534 15,988 19,196 24,226
Australia, Canada, NZ & US 9,288 11,537 16,172 22,356 27,892 36,400
Japan 1,926 4,778 11,439 18,789 20,722 23,472

"West" (Group A) Average 5,663 8,466 13,141 18,798 22,832 29,156

Eastern Europe 2,120 3,250 4,985 5,437 5,875 8,886
Former USSR 2,834 4,130 6,058 6,871 4,634 6,450
Latin America 2,554 3,268 4,531 5,055 5,815 7,163
Asia (Excl. Japan) 635 837 1,231 2,117 3,219 5,487
Africa 852 1,038 1,365 1,385 1,410 1,620
"Rest" (Group B) Average 1,091 1,478 2,073 2,707 3,339 5,101
World Average 2,114 2,921 4,104 5,154 6,043 8,100

Source: Maddison, 2002

Further evidence has been provided by the WorlckBanthe continuation of
this widening gap between rich and poor due todifferential growth rates of
their economies (see The World Bank, 1998, 200d)L&ka is no exception
when compared to other countries. Sri Lanka wbwalee to grow for 445 years
to close the gap with rich countries at an annuaWwth rate of 2.9% (average
growth rate between 1960 and 1998), while the Daram Republic; the
poorest, would need 923 years (Seligson & PasséhiSatio3b).
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This disparity in economic growth (wealth genenafibetween rich and poor
countries is depicted in Figure 2.2 (below) to shibat growth rates of both the
rich and poor countries gradually lowered until th®80s and thereafter
stagnate at around 2.5 percent for the rich andita®@ percent for the poor

countries.
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Figure 2-2: The uneven development growth betweerhé¢ rich and poor

countries

Source Compiled by the author

World system theory, a neo-Marxian approach, argtiest peripheral
developing countries are nested in world systemeumidid influence of core
developed countries (Schuurman, 1993). Most devmdopountries are trapped
in the production of primary agricultural and mialkegoods of which prices are
largely determined by developed countries (Wickra&aMulford, 1996).
Within this system the peripheral countries areatue to escape, instead their
resources and labour are exploited by the coretdearresulting inter-country
inequalities between core and peripheral countriegthermore, dependent
economies (e.g., plantation) in peripheral coustagee inherently inequality-
generative because of the disarticulation among@uoi sectors as well as
disparities between urban and rural sectors (sesktdma & Mulford, 1996;
Wimberley, 1990).
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2.3 Global inequality and Sri Lanka

Although as country Sri Lanka has improved its posi compared to other
countries in the region, the poor segment of theufaion has not benefited
proportionately. According to the Central Bank af Banka (CBSL), 40.73
percent of the Gross National Income (GNI) is stamong the top 10 percent
(the affluent class of the society) while the laveeme 40 percent of the
population shared only 11.83 percent of the totdiomal product (The Central
Bank of Sri Lanka, 2004). However, the correspogdinerages for the whole
world are worse. More than 65 percent of the w@Nl is consumed by the
richest 10 percent of the world’s population. Pssf@ Muhammad Yunus
ascribed this disparity to credit systems and sé@shis point in his Nobel
Lecture (2007):

Ninety four percent of the world income goes to gércent of the
population while sixty percent of people live onlyof percent of world
income. Half of the world population lives on twolldrs a day. Over one
billion people live on less than a dollar a dayisTik no formula for peace

(p. 1).

The comparative figures in 1996/7 for Sri Lankawgtibat the gap is widening.
In 1996/7 the poorest 40 percent of the populdtiaa 12.83 percent (11.83% in
2004) of the national income while the richest g@cpnt enjoyed 37.28 percent
as against 40.73 percent of the national incong00#. Table 2.2 below shows
the pace of this widening gap between per capitanre of the poor and the
rich countries. The per capita national income @althy countries was 23
times that of the per capita national income offiher countries in 1950. After
undergoing development dilemmas for more than 58rsyethis gap had

increased to 62 times by 2001.
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Table 2-2: Gap is widening: average per capita nathal income (US$)

comparison between low-income countries and high-a@me countries

Year High-Income  Low-Income Absolute Gap  (A)/(B)
Countries(A)$ Countries (B)$ (A)-(B)$ Times

1950 3,841 164 3,677 23

1980 9,648 245 9,403 39

2001 26,710 430 26,280 62

A: The rich countries B: The poor countries

Source (The World Bank, 1998, 2004)

Some studies conclude that there has been littleoathange in inter-country
inequality in recent decades (Berry, Francois, &ri€ttan, 1983; Peacock,
Greg, & Charles, 1988) whereas other studies cdecthat national incomes
have continued to diverge (Jackman, 1982; Maddit983, 2002).

Table 2.3 shows that 82.7 percent of the world imeas shared by 20 percent
of the world population while the poorest 20 petaamjoyed only 1.4 percent of

world income in 1989. The disparity has been aggpeV during the last 15

years, decreasing the share of world income top&rzent to the poorest 20
percent of world population and the richest 20 petdad increased their share
to 83.1 percent by 2004.
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Table 2-3: Distribution of World GDP, 1989 and 2004(percentage of total

with quintiles of population ranked by income) com@red with Sri Lanka

World Sri Lanka
1989 2004 1989 2004

Population quintiles

The Richest 20% 82.7% 83.1% 56.7% 55.1%
The Second Richest 20% 11.7% 11.9% 19.5% 19.9%
The Third 20% 2.3% 2.2% 12.5% 13.1%
The Fourth 20% 1.9% 1.6% 7.8% 8.3%
The Poorest 20% 1.4% 1.2% 3.54% 3.6%

Source (The Central Bank of Sri Lanka, 2008; United Nasidbevelopment
Program (UNDP), 1999, 2008)

The reduction or stagnation of the GDP share toptharest quintile does not
necessarily mean that poor people are getting powmreabsolute terms.
However, it is evident that the disparity in distriion of income among the
population of the world, as well as in Sri Lankapeing sustained. A banking
system is an essential facility for the survivakioé world economic and social
system. Social structures are erflected througtesys and mechanisms such as
the banking system and credit mechanisms. Moredsanking facilities in
developing countries were originally establishedfudill the financial and
credit needs of planters, mine owners and businessim those countries
(Wickrama & Mulford, 1996). Even today, in develogi countries banking
systems basically serve the upper class of soarty provide a significant
support to the sustained inequality in the soceésya whole. This preferential
and potentially discriminatory nature of bankingrveees in developing
countries, especially in providing debt capital BMEs, is discussed in the next

section, citing relevant literature.
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2.4 Accessibility, affordability and availability of credit to SMEs

The section 1.1.1 of Chapter one outlined problefaccessing finance for
disadvantaged group in the poor segment of theegodilany researchers (for
example; Bank of England, 1999; Dunn & Cheathan®319vy, 1997) are of
the view that the lack of financial capital is thein reason for most SME
failures. More importantly, these researchers artha# access to credit is
limited to certain groups of society. Cavalluzzoadt quote Bates (1973 &

1991) and explain this theory as follows:

In order to facilitate that growth, those busingssgften turn to
institutional sources for credit. It is a concettmerefore, that a growing
body of evidence suggests that owners of smallnlesses from some
demographic groups may have less access to imstialt financing
(Bates, 1973; 1991; Cavalluzzo & Cavalluzzo, 192802, p. 641).

This theory suggests that some demographic growpdiscriminated against in
the provision of credit because they lack certaialigjes or/and factors which
are the prerequisites for obtaining credit. Mangesrchers who attended the
“Workshop on the Challenges in SME Financing” h@l®bydney in 1999 have
discussed pertinent international experiences patly from Australia, the
UK, the USA and New Zealand. They argued that tiveeee not adequate
finance providers for SMEs. Most of the researcipepa presented in this
workshop were critical of the inability of small budding enterprises to obtain
finance. They criticized banks’ dominating rolegroviding finance to SMEs

because there are very few lenders who facilitegent(Whincop, 2001).

Further, instead of microenterprise developmentydfo(2008), after studying
encouraging success stories from nations in Asihing; India), Europe
(Ireland) and even Africa (Botswana), concludest thacouraging small-
business entrepreneurs is the best way to achiexe naaintain general

affluence.

In 1976 Professor Muhammad Yunus instituted theafen Movement”

which was considered a revolutionary step to addttes low per-capita-income
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issue in Bangladesh. Yunus, who won the Nobel P&aize in 2006 for this

concept and its implementation in Bangladesh, says,

One can reasonably state that people are poor toetzause of the failure
of the financial institutions to support them iretpast. Like the right to
food, clothing, shelter, education and health, itresthould also be
recognized as a fundamental human right (Yunus7 2002)

The Economist criticized this programme by questigriwhether this form of

lending has led to peace, the presumptive reasdehgnd the award [Nobel
Peace], is just as big an unanswered question” @dwomist, 2006, p. 71).
After implementing this micro-finance scheme foang 40 years Bangladesh

is still one of the poorest countries in the world.

Further, Shaw (2004) reveals from her study inL&nka on two such micro-
financing programmes in the rural Hambantota anaapost-credit incomes are
unlikely to increase because of financial, infrastural and socio-cultural

barriers. She concludes her case study researcbroetby stating that:

Microenterprise development programs need to beptamented by
investment in social and physical infrastructuheyt are no substitute for
it. In arid rural areas, where microenterprisesefaevere market and
infrastructure constraints, microenterprise dewvalept is unlikely to
facilitate poverty exit (Shaw, 2004, p. 1262)

When the project is larger the owners could hawess to MOP if they are

adequately financed. Microfinance is too little awks not constitute capital.

Researchers in this field have also challenged #w@mhe bankers lack
fundamental knowledge about credit evaluation amgb@d questions/statements
such as:

* Do bankers always know best? (Dunn, Cheatham, &atblaen,
1991, p. 1);

* Are the banks doing enough for small business? q®luk,
1982, p. 1); and
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» 30 percent of bank loan officers do not understapgropriate
financing (Dunn & Cheatham, 1993, p. 3).

Credit systems which are under the control of ailpdged class provide
evidence in support of Goulet’'s claim that “an ewmoy that distributes its

benefits in ways which exclude many is unjust arefjuitable” (Goulet, 2002,
p. 3).

2.5 Marxian critical theory and its application in crit ical accounting

Neimark (1990) refers to Marx’s notation that tlederof philosophy is not to
describe the world but to change it and suggests“the aspirations of critical
accountants should be no less” (p. 111). Accortbrnbherborn (1996) Marxism
became the theoretical perspective for a generafioadicals who found it the
best way to understand social and economic ingistiberefore, the privileged
position of Marxism as a mode of analysis and premation of the capitalist
system and its consequences became dominant aitichégg (Cooper, 1997,
Jameson, 1984 cited in Cooper, 1997) but Coopéhduradvises to abandon
“the traditional Marxian version of revolution arsbcialism” (1997, p. 27).
Referring to the criticisms on development agenishsas the World Bank;
Annisette (2004) suggests that brave attemptseressary “to draw accounting
scholarship into an arena where critical accountioiges need desperately to
be heard” (p. 321).

Literature relating to critical accounting and Miatxcritical research, which are
more focused on money, exploitation, class conflitd consciousness, the role
of credit, social relations and their dynamic liniksincome/wealth equality,
reviewed in detail from a critical accounting pessiive to develop the

theoretical framework to interpret the findingstioit research.

2.5.1 Marxism: a brief introduction

Marxism is an economic and political philosophy eleped by Karl Marx
(1818-83), along with Friedrich Engels (1820-95)ccArding to Marxism,

throughout the course of human history, a profostrdggle has developed
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between the “haves” and the “have-not#farx (1891) suggests that the
capitalists allow the masses access to the meapodiiction and the workers
are paid a wage which is just enough for the wotkesurvive and to have
family and children for replacements. According Ngarx (1891), neither
capitalist nor labourer is conscious of this expliion and, therefore, workers
think they are paid fairly and “the capitalistsnthithat they are rewarded, not
because of their exploitation of the workers buttheir cleverness, their capital
investment, their manipulation of the market, aods” (George, 2003, p. 25).
Therefore for Marxists there has been exploitatibthe masses by a dominant
group of people, throughout history, creating aflectncalled “class struggle”
between two classes; the bourgeoisie (the capitddiss that owns the means of
production) and the proletariat (the working clagkjch is at the mercy of the
capitalists) and this class struggle has been #ia agency of historical change

of world systems.

The capitalist class, which owns the means of $pca@luction controls society
and constructs values and social relationshipséir town interests (Marx &
Engels, 1848). In this process tbeedit systemincluding bank loans plays a
decisive role in the battle of competition, andfirglly transformed into a
powerful social mechanism for the centralizatiorcapital (Marx, 1867 cited in
De Brunhoff, 2003).

2.5.2 Application of Marxian theories in critical accounting research

This section aims to describe how and why certaamxdigt concepts have been
utilized in critical accounting research. With redjdo the Marxist concept of
exploitation, Hooper and Kearins (2008) refer te thealth confiscation from
Maori in New Zealand through ledger accounts amui@rthat administrations
wanted to be seen as demonstrating sympathy foriMabile maintaining in
fact “a figurative distance” to enable the mechanef exploitation. According
to Marx, the main purpose of the capitalist is xtract the greatest possible
surplus value and consequently to exploit labowrgrato the greatest possible
extent (Marx, 1847 cited in Caute, 1967). This ap®f extreme extraction of
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value from a group of people in a society, termgdegploitation in Marxism,
provides a powerful tool for scholars to explaihestunfair extractions as well.
Hooper and Kearins (2008) suggest that “accoursatg as a key technology in
achieving a redistribution of assets” (2008, p. 2)2@hich means it could
facilitate exploitation “particularly where accoantan be shown to reveal a
poor return on assets” (p. 1262). They further poiat that accounting can
function as a macro-pricing mechanism and also deeply-embedded” in
serving the masters means the owners of asseita(fapaccumulating wealth.
Hence, the accounting function plays a significasié in the exploitation of

wealth in a capitalist society in sustaining inconealth inequality.

Harney (2005) argues that “the crisis of measurénieought on by the
growing dominance of what Marx named ‘general let#l is a profound
challenge not only to management but specificadlyits recording-machine,
accounting” (p. 579). According to Marx, the ‘gealeintellect’ (knowledge as
the main productive force) fully coincides with @ap (Marx, 1974 cited in
Virno, 2001). General intellect is a crucial factomproduction. Marx describes
it as a combination of technological expertise @hhincludes accounting) and
social intellect or general social knowledge. Té¢uscept insists the increasing
importance of intellectual systems in social orgation. Virno (2001) explains
that the general intellect includes formal and iinfal knowledge, imagination,
ethical tendencies, mentalities and “language gamsgsvell. “Thoughts and
discourses function in themselves as productivechimes’ in contemporary
labour and do not need to take on a mechanical loodgn electronic soul”
(Virno, 2001, p. 1). This Marxist theory influencegitical accounting
researchers to examine accounting as part andlpafrggeneral intellect and
provides an important lens to investigate accogndind social phenomena in a

radical point of view.

James (2008) uses the Marxist concept of alienatostudy the accounting
academics’ labour market in Australia. AccordimgMarx, capitalism is an
alienating force that separates workers from prtsjube process of production,

the true nature of the worker and also from otheopte and, under late
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capitalism, their own integrity (Marx, 1975; Bluntge 1989 cited in James,
2008). Further, according to James (2008), in tbatemporary context,
capitalism promotes separation of the worker frammwhole environment. This
alienation is apparent in the newly commodifiedd$eas well such as care
services, education, the leisure industry and ekadigion, etc, and now
popularly termed as “commodification of every-daye’l (Dominelli &

Hoogvelt, 1996; Tinker, 1999). This reasoning pescédased on Marxist
concept of alienation provides a good lens to itigate into techniques and
means of protecting and/or strengthening one gmfupeople at the cost of

another group in a society.

Catchpowle, Cooper and Wright (2004) attempt tawibe state, capital and
accounting from a holistic perspective seeing th&as relations and argue that
accounting has been a central part of capitalisotoAding to them, “what is
crucial to remember is that, in the process of amdation...capitalism [is]
characteristically uneven” (p. 1047). Also Chiapel2007) suggests that
“capitalism and a certain kind of double-entry bleéping practice that was
able to highlight the circuit of capital were inegably linked” (p. 263) and
therefore, show that the notion of capitalism ftssl rooted in accounting
notions. However, according to Bryer, the true imement of accounting to
capitalism is not double-entry bookkeeping (DEB)t the capacity to calculate
rate of return on capital (2000a, b cited in Chilmpe2007). Meanwhile
Carruthers and Espeland assert that the relatipriséiiween accounting and
capitalism is not merely technical but a rhetorlwahd and a justification (1991
cited in Chiapello, 2007). Chiapello further insishat “even when badly kept
and useless as a decision aid, accounting corgsbtd the legitimacy of
practices originally considered illegitimate” (20@7 264). She also argues that
not only the capitalist system but also the conadptapitalism itself is an
outcome of influence of accounting ideas on ecowrowrnd sociological
thinking and therefore, “the concept of capitaligs indissociable from
representation of economic life shaped by an adowgiroutiook” (2007, p.
264).
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Armstrong (2008) refers to “the capitalist socialations of production” and
“social structure” and asserts that the economieegpds wielded through the
medium of accounting. The idea of capi@tcumulationalso developed
through DEB especially with the introduction of g¢apaccount, profit and loss
account and the balance sheet in th& tBntury (Sombart, 1992 cited in
Chiapello, 2007). However, according to Webbere‘timportant fact is always
that a calculation of capital in terms of moneymade, whether by modern
book-keeping methods or in any other way, howevwemipve and crude”

(Webber, 1992, p. 18 cited in Chiapello, 2007). &celevant to this research
Yamey suggests that the DEB system “was able tordeaffairs of the most

unscrupulous money-lender or crooked businessmé@rhgéy, 2005, p. 81).

Bishop and Boden (2008) utilize a broadly Marxigp@ach to explore regimes
relating to disability in the transition from feuda capitalist societies and to
show how such a transformation placed new emplwsihe maximization of
the surplus value of labour utilizing accountingheologies. According to
Tinker “labor and value are synonyms for each othfer Marx, the phrase,
‘the value of labor’ is meaningless” (1999, p. G5B)erefore, this Marxist lens
provides valuable insight in studying utilizing aooting technologies to

maximize wealth by way of unpaid labour; surplubiegCaute, 1967).

With reference to Sri Lanka, Wickramasinghe and p#wp(2003) use the
Marxist concept of modes of production (MOP) to lgp@ and interpret the
cultural political economy of management accountingtrols of a textile Mill
in a traditional Sinhalese village in Sri Lanka.dkfiamasinghe and Hopper
(2003) disagree with many Marxist writers who adjtieat production relations
constitute the base for legal and political supecstires. They argue that those
approaches are too economically deterministic andglect[s] free will,
individual autonomy, and the effect of factors, Isws religion, culture and
ethnicity” (2003, p. 3). They point out how conti@thns between capitalist
MOP and traditional culture in Sri Lanka “were anfied by a coalition of
workers and local managers against foreign ownens fled when financial

irregularities are discovered” (Wickramasinghe &gger, 2003, p. 1).
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Alawattage and Wickramasinghe (2008) rely on arszal framework drawn
from Marxist discourses on hegemony to explain “temergence and
sustenance of political hegemony as the dominardenaf control in Third

World enterprises” and argue that “the role of artimg has assumed within
political hegemonies of the Third World” (p. 293)he above study is on
plantation industry in Sri Lanka and Alawattage aN@kramasinghe (2008)

interpret some findings (as follows) using Marx@itical lenses:

* Managers can exercise a relative autonomy in detisiaking and
control.

e This situation is an essential condition for acdmg to perform
towards capital accumulation.

» Like many other industries in the Third World, piation labour control

mobilizes extra-economic social relations.

According to Lincoln and Guba (2003), the applioatof critical theories (for
example, Marxism, neo-Marxism, feminism, constnistn, critical sociology,
and Freudian or Foucaudian theory) in researcheadrlife problems is more
appropriate when the research is about an anticipat social transformation,
particularly towards more equity and justice. Mapecifically to critical
accounting research, prominent scholars argue Mueaixist critical theory
provides strong lenses for critical accounting $atso For example, Tinker
(1999) promotes using Volume | of Marx@apital to underpin and guide
critical accounting; Dominelli and Hoogvelt (199énphasise identifying the
problem is a major intellectual responsibility aedposing the roots of
exploitation is a precondition for liberation; @itd and Tinker (1996) insist that
bringing structural contradictions into conscioussand to develop them to the

highest level of instability is one purpose oficat accounting research.

2.6 Marxian critical theory on global inequality and credit

Many Marxian critical theorists (for example, Abrawitz, 1986; Korzeniewicz
& Moran, 2003; M. Moore, 1997) argue that thouglvelepment theories
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(classical, modern, post-modern and neo-liberaloriee in explaining
inequality) provide extensive analyses on inequalitey do not provide a
comprehensive framework to unfold the total pictafeinequality and its
causes. According to Moore, “these explanations agenerally
unconvincing...[and] have a poor track record iediction” (1997, p. 3). Moore

further suggests that:

In the Marxian framework, capitalism is the defmirdimension of

contemporary societal organization, subsuming somier-scale concepts
such as modernization, markets, or globalizatiwhen look at published
research this ceases to be Marxist versus non-stassiue (1997, p. 4).

According to modernization theory, the Third Wodduntries were advised to
adopt, mimic, imitate and import development patesf the West (M. Moore,
1997). Also for their financial crisis and develogmh initiatives, borrowing

from Western financial institutions such as the Wdank, the International

Monetary Fund (IMF) was prescribed as the overgduay out (Hite, 1996).

Meanwhile, development that was basically conceivederms of economic

growth, industrialization and liberal democracy dit bring marked change to
the problems of the Third World countries (Schuummal993). The

establishment of infrastructures, the importation neachinery as well as
adaptation of Western technology did not bring sigant change (Sklair,

1991). Eurocentric development praxis that didtaké the internal situation of
developing countries into account became a souroceutiiple problems, rather
than the solution to them (Hite, 1996).

Credit--money that the Third World countries borealafor development
projects made them sink into a debt crisis (HasBagen, & Haj, 2005). Also,
the imported technology made them dependent ongforexpertise, therefore,
the situation inversely served the purpose of theetbped nations (Foster,
2002). Development particularly served the econoamd political motives of
the United States (Michael, 1995). Politically, thénited States used

development discourse and practices to halt tharesipn of communism from
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the east. Economically, it generated a double irctmthe developed countries;
first, from the sale of its manufactured goods he Third World countries;

second, from the interest of the money they lenthiem to purchase those
goods (Hassan et al., 2005). The penetration ahfiral and industrial capital,

when they are possessed and disbursed in an aybitemner, not being helpful

to improve the condition of the developing courgrienstead aggravated the
situation (Foster, 2002). These arguments are pitynbased on cultural-

Marxist discourses on hegemony which concerns tmesteuction of consent

and the exercise of leadership and social relatignthe dominant group over
the subordinate group (Gramci, 1971 cited in Aldageg & Wickramasinghe,

2008; Gramsci, 1971).

In 1976 Professor Muhammad Yunus introduced theafiégen Movement”
which was considered as a revolutionary step taems$dthe low per capita
income issue in Bangladesh. Grameen Bank (rurak)bas a financial

institution that exists for one purpose, that isttwn into deed Yunus'’s
philosophy that the poorest of the poor are thetrdeserving in the land; that,
given a decent break, they can lift themselvesabuhe mire of poverty and
fend for themselves (Yunus, 2007). The break than@en Bank offers is a
collateral-free loan. Yunus, who won the Nobel ReR&tize in 2006 for this

concept and its implementation in Bangladesh, says,

One can reasonably state that people are poor toetzause of the failure
of the financial institutions to support them iretpast. Like the right to
food, clothing, shelter, education and health, itresthould also be
recognized as a fundamental human right (Yunus7 2002)

By 2003, the Grameen Bank had 1042 branches, 1E0(@oyees, disbursed
US$20 billion to 1.6 million borrowers (Grameen Quomications, 2003),
however, a deeper question is how helpful such tbans really are? The
average size of the loan is less than US$200. d¢hy &fter restructuring the
Grameen programme in 2001, savings (deposits) npeeeel loans. The
Economist criticized this programme by posing thestion “whether this form

of lending has led to peace, the presumptive reéagdrehind the award [Nobel
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Peace], is just as big an unanswered question” @dmomist, 2006, p. 71).
Further, Shaw (2004) reveals from her study inLarika on two such micro-
financing programmes in rural Hambantota area pust-credit incomes are
unlikely to increase because of financial, infrastaral and socio-cultural
barriers. This outcome partially agrees with Maiixterpretation of credit with

regard to lenders towards centralizing capital Wwatks against the borrower
because terms and conditions are exploitive. Sheclades her case study

research outcome saying that:

Microenterprise development programs need to beptmmented by
investment in social and physical infrastructuhesyt are no substitute for
it. In arid rural areas, where microenterprisesefaevere market and
infrastructure constraints, microenterprise dewvelept is unlikely to
facilitate poverty exit (Shaw, 2004, p. 1262).

According to Marxist writers (for example; M. Modt997; Saad-Filho, 2003,
Isbister, 2003; Korzeniewicsz & Moran, 2003) Stamerventions play a
significant role in allocating resources and praowd such infrastructure

facilities for enterprises to start and grow.

Further, instead of microenterprise developmerterastudying encouraging
success stories from nations in Asia (China, Ind&rope (Ireland) and even
Africa (Botswana), Powell (2008) concludes that amaging small-business
entrepreneurs is the best way to achieve and nraigeneral affluence. When
the project is larger the owners could have acteBOP if they are adequately
financed. In other words, according to Marx, ente@eurs must own adequate
capital for them to have comfortable access to M@& perform. Microfinance

is too little and does not constitute capital ia Marxian sense.

De Soto (2005) suggests that developing counttresdy have the assets they
need to eliminate poverty in their hands. If tlsighe case, a news paper article
asks a compelling question: “Why are these asdetsd” and not being used to
help stimulate economic growth and generate empboy@di (The Sunday
Island, 2006, p. 3). De Soto argues that the Ipgaderty system is the “hidden
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architecture” of a successful economy. If this leidldeconomic architecture is
not in place, the economic activity takes placesiolat of the legal system or in
what economists call the “informal sector”. It hbsen estimated that the
informal sector in Sri Lanka comprises about onedtbf all economic activity
(The Island, 1999).

2.7 Marxian interpretation of the roles of states, caplist forces

and nationalism in sustaining inequality

However, the Marxian perspective is that statervetetion is part and parcel of
capitalist development, though the promotion ofitzdipm did not mention that
explicitly. Isbister (2003) says; “it is a seriomssunderstanding of capitalism to
think that it consists of a private sector alonethat stands in opposition to
government” (p. 38). In fact, capitalists, whilepoging certain government
policies, widely depend on the governments. Acawdito Moore, the
Smithian/neo-liberal arguments about governmeni@nagbstacle to capitalism
in the contemporary Third World are analogues amdthessed that “states and

capital prefer to co-operate with one another” {1,989 28).

According to Marx, the government is an extensibthe ruling capitalist class:
“The executive of the modern State is a committ@enianaging the common
affairs of the whole bourgeoisie” (1977, p. 35).ciab scientists and liberal
economists now argue that, the State should leviethe increasing inequality
in capitalist society and should compensate for ldy@ses and injustices

generated by private actions and provide publidgdtsbister, 2001).

Agencies including the International Monetary FyiidF), The World Bank,
European Central Bank, World Trade Organization )/ TGeneral Agreement
on Tariffs and Trade (GATT) and the United Natigh¥N) promote structural
programmes such as privatization, deregulationhttifiscal and monetary
policies, and liberalization of capital flows, impdéaws and others primarily to
dilute state power so that the capitalist classbhssmome the super power. These

international institutions were founded for the gmse of re-establishing the
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international market capitalist system and perngtiit to grow to new heights
(Isbister, 2003). Also, there seems to be a coiatiad between the advices of

these agencies and practices in the developed teadeSaad-Filho points out:

...developed markets arise only through state intdéiwe. The state
establishes the institutional and regulatory frawdw for market
transactions, including property rights and lawoeoément. It regulates
the provision of infrastructure, ensures that althgatrained and pliant
workforce is available, and controls social conflithe state establishes
and regulates professional qualifications and thecoanting
conventions... (2003, p. 9).

2.7.1 Neo-liberal capitalism

Neo-liberal capitalism has not been helpful redgdihe wealth gap between
nations, however the promoters of neo-liberal eatnopolicies admit that
there has been some decline in within-country vagakquality. They point out
that there is a general theoretical and empirioasensus that until the 1950s,
the development of capitalism was characterizedoyving disparities in the
distribution of income between the poor and richiams (Korzeniewicz &
Moran, 2003).

There is a similarity between today’s neo-liberaliqy promoters and early
years’ colonial rulers of powerful nations in jugitng their exploitation under
the facade of civilization, human rights, enviromta protection, sustainable
growth and poverty elimination, etc. It is worthrtote that, Saad-Filho asserts
that “Today’s evangelists pay lip-service to humights and the elimination of
poverty, but their faith lies elsewhere, in thersddablets of copyright law and
in the charter of the International Monetary FugaQ3, p. 1). Lenin observed
this situation as the final stage of capitalism keheankers and industrialists set
the ground rules in distributing the benefits betweapital and labour (Lenin,
1939).

The external pressures, including privatization angport liberalization,

eventually create more opportunities for accumartatf wealth to the group of
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influential capitalists, making them more socigliywerful. Hence, the issue of
income/wealth inequality in a country cannot beasafed from that of the
widening gap between rich and poor countries thinoglgbalization of business
and through propaganda for privatization to wealéate power especially in

developing countries.

2.7.2 The influence from international capitalist forceson the economic-

political environment through controlling access tdfiinancial capital

Korzeniewicz and Moran (2003) refer to Lenin ancémnburg and say that, “A
long-standing Marxist interpretation portrays inality as a structural
component of capitalist accumulation in a worldfemoy (Lenin, 1939;
Luxemburg, 1951)” (p. 185). These structural foressst at different levels
with a vertical relationship that can be observedoss these levels. For

example:

Dependency studies argued that the very existerfcea @apitalist

international economy, as embodied in global trageailed a continual
transfer of surplus from poor (or satellite) to Wew (or core) areas (e.g.,
Cardoso 1974, 1977; Cardoso & Faletto 1969; DosdSah970; Frank
1966, 1967, and 1978) (Korzeniewicz & Moran, 200.3185).

The ultimate result of these influences from in&tional capitalist forces is a
continuous widening of the gap between rich andrpoations further

increasing inter-country inequality. The major togled for this purpose is the
heavily conditional hold of financial capital coolting the access to it by the
poor countries. Despite the huge differences amdagelopment studies
scholars, they all agree on one fact: that econodggelopment in the
developing countries can continue to be hindereddmginuous structural road-

blocks including access to credit.

2.7.3 Influence of national capitalist forces in sustaimg inequality within

the country; internal roadblocks.

“Wealth and poverty are generated by the same psd¢&inker, 1999, p.
661)
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Most debate on the internal gap between rich arat people in developing

countries started with a seminal presidential esllef Simon Kuznets titled

“Economic Growth and Income Inequality” in 1954. ldegues using limited

data from Germany, the United Kingdom and the Whiates that there has
been a trend toward equalization in the distributsd income. Therefore, there
could be increasing inequality in the early phasedustrialization but that is

followed by declines in the later phases of develept (Kuznets, 2003). Then
he opened the debate over the relevance of thedmds for the developing

countries by examining data from India, Sri Lankae( Ceylon) and Puerto
Rico (Seligson & Passe-Smith, 2003a).

The data showed that income distribution in thesgewdeveloped countries is
more unequal than in developed countries. The dfates lower three quintiles
were 28 percent in India, 34 percent in Sri Lankd 24 percent in Puerto Rico
compared to 34 percent in the United States ange6ent in the United

Kingdom. The shares of the top quintile were 5&e@et in India, 50 percent in
Sri Lanka and 56 percent in Puerto Rico compardi 4 percent in the United
States and 45 percent in the United Kingdom (Kugzr#203).

However, Kuznets’'s assumptions, inferences and #aets” such as “share of
the lowest decile could not fall far short of 6 bpercent” (2003, p. 69) and
“the fact remains that the lower limit of the propanal share in the income
structure is higher when the country-wide per @apitome is low than when it
is high” (p. 69) have been proven false by histéiy: example, the share of the
national income enjoyed by the lower three quistile Sri Lanka has been
continuously reducing since then and in 2003 it wegsorted as 24.9 percent
(30.9 percent in 1973) and the lowest decile wasyd below the limit of two
percent and reduced further to 1.1 percent in 200® Central Bank of Sri
Lanka, 2008).

Goulet (2002) criticizes the 1971 Nobel Prize wimgnieconomist Kuznets’s

hypothesis, which suggests that, in the early stafieconomic growth, income
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distribution will worsen and in the later stagesvill improve, by pointing out

that “the reversing point” is yet to come. Alsocading to Torado (1997),

Theorists who argue for the inevitability of the #fets process —
especially political leaders in countries with lkargand growing
inequalities — more often than not are simply d@ag: for a convenient
conceptual smokescreen behind which to mask thetsgof economic
aggrandizement or to cover policy failures (pp.-261

It is very common that the political leaders of heelected governments in Sri
Lanka demand that the public “tighten the belts"the short run; until they

recover from the disasters caused by the previousrgment, and promise to
deliver election-promises in the long run. Butstapparent nothing happens
other than defeating incumbent at the next electiod the current opposition
coming to power on the same old grounds and pran@ed same scenario

repeats endlessly.

Evidence suggests that there may be country-specifiaracteristics that
influence within-country income inequality indepent of external

international factors. According to Goulet (200#)ere could be numerous
other obstacles to a just economy which also edrstaddition to those

operating in the international arenas, others se&weanternal roadblocks to
development. Among the internal roadblocks, onentothe vested interests
and disproportionate political power of privileggmbups. The findings of this
research provide evidence to show how this vestieddst and disproportionate
power (political or social) of privileged groups ntobute to social power

which, in turn, influences decision-making in thenking sector.

Some postmodernists believe that the “vision” of foor is impaired and
should be improved by the vision of rich capitaligtor example, Udayakumar
(1995) suggests mutual co-operation between thearc poor for a “mediated,
sustainable and co-operative path; and a bleakefatwaits both of them if they
take unmediated selfish and confrontational path”348). He oversimplifies

the process by suggesting “The rich and the pomiike a blind person and a
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paralyzed person undertaking a journey togethewutiir life. The former needs
the latter’'s vision, and the latter requires therfer's sustenance” (p.348).
However, this is in line with his preaching as “igir@ing and dreaming are far
important and difficult than predicting” (Udayakumd995, p. 340). What is

apparently happening is that the persons with ponadte use of the powerless
poor to achieve the mission of the former. He ubesapproach to show that
powerless poor people do not possess the necesdssyand capital to prosper
by themselves, therefore they must rely on the plulvech class if they want

to come out of poverty. He also asserts that tbke class, though they are
visionary and capable, needs workers’ support tumaclate wealth. This is

what Marx pointed out in his surplus-value conctt the capitalist system
makes use of labour without adequate compensatidrtterefore the workers

will never get out of poverty trap.

Goulet (2002) says that equity is a straightforwaadion: just and impartial
treatment for all. An economy that distributes ltenefits in ways which
exclude many, is unjust and inequitable. Goulethfr justifies his claim by

quoting from Harvard University’s Bryan Hehir adldovs:

...first that we accept the common destination ofgbeds of creation and
recognize that the resources of the earth are tesée for the good of all,
second, that we adopt an option for the poor, amtib the ‘difference
principle’ of John Rawls which favours those pragssfor change that
best serve the least well-off in the world; andrdhithat we establish
institutions that seek to build a just internatiowoader...(Hehir, 1998,
p.11).

The question remains whether these institutiong;hwvaire established to build a
just international order, are genuine in their miien or are just paying lip-
service by promoting globalization with neo-libeedonomic policies, which

most of the scholars from the Third World reje@tyiag that globalization is

nowadays’ colonialism or imperialism (Goulet, 2002)
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2.7.4 The theory of the petty bourgeois and the mask ofationalism

According to Marx’s class analysis there is a dejean class in between the
capitalist class (bourgeois) and the working clgz®letariat) called petty-
bourgeois (Tucker, 1978). According to the classrabnationalism (Allahar,
2004) the “petty-bourgeois nationalism” may be Hest fit theory for the Sri
Lankan traditional capitalists, because the petiyrpeois is more traditionally
in favour of protectionism. They are unable to cetepnternationally and their
scale of operations is limited to the domestic raarkherefore, they use masks
such as nationalism and patriotism to promote aotept their specific spheres
of operation: local industry, local manufacturiramyd the exchange of locally
produced goods and services (Allahar, 2004)th regard nationalism,tiis
noteworthy to mention that, according to Munck omadilism matters because
people die for it but the motive is not clear (1986ed in Allahar, 2004).
Further, this social class might place their egoisiterests and symbolic gains
before economic interests at large (Williams JO94) in the guise of
nationalism. Therefore, analyzing and interpretimg behaviour of such petty-
bourgeois through a Marxist lens is useful and irtgpa in explaining the

findings of this research.

2.7.5 Productivity is secondary to political motives

States make political compromises to preserve pawelst maintaining their
central planning role. Therefore, productivity mve8 become secondary to
political ones, and accounting reports are rareigcubsed or used for
accountability. Accounting systems are maintainady oas a regulatory
requirement to legitimize events to external bodisd the populace
(Wickramasinghe & Hopper, 2003). As a result, putdnterprises became a
drain upon state coffers; their policy failures tdiute to fiscal crises of the
state and political unrest (Gray, Owen & Adams, @)9%rom 1977, over the
last three decades, heavy pressure from donotutigtis/countries forced Sri
Lanka to privatize state-owned corporations leawinty the health, education,
defence, state finance and a few authorities sadfaiéways, forest and water

under the control of the state. This situation t@daa very conducive
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environment to the capitalist class to penetrat® imany national-level
industries such as telecommunication, energy andtaaction and to strengthen

their social power base further.

Although import protection is seen as an evil ie fhrocess of reaping the
advantages of comparative advantage, Petras arth&fedr (2001) argue that
the growth of protectionism and national industtynslated the growth of
domestic industries and the relative decline obgldlows as against capital

accumulation.

The debate between “openness” and “infant indugtrgtection” is still
attractive with concepts such as “comparative athgai, “globalization” and
“learning curve” and others, especially in courdtrigzvith low levels of
industrialization. Deraniyagala and Fine say “ompa@ountries are shown to
specialize in low technology products if free trade allowed, but trade
restrictions allow them to develop complex indestri(see Reddy, 1999)”
(2001p. 815). This research elaborates and placegmphasis on these
techniques of maintaining disproportionate powestesps (political, social or
economic) for certain groups of people and also @beess of the financial

capital to entrepreneurs for feasible projects.

2.8 Financial capital mobility system

“The stronger the power of my money, the strongerlaThe properties
of money are my, the possessor's, properties arsgngal powers.
Therefore what | am and what | can do is by no reefgtermined by my
individuality. 1 am ugly, but I can buy the mdstautiful woman. Which

means to say that | am not ugly, for the effecuglfiness its repelling

power, is destroyed by money. As an individualm lame, but money

procures me twenty four legs. Consequently, | arh lame. | am a
wicked, dishonest, unscrupulous and stupid indifdlout money is
respected, and so also its owners. Money is théebiggood, and
consequently its owner is also good” (Marx, 1975377 cited in James,
2008, emphasis original).

43



Chapter 2: kdture Review

The wealth of a country could be distinguished leet financial wealth and
real wealth. Financial wealth is ‘the value of gismf paper such as shares,
bonds and cash while real wealth is the value ofitde assets such as plant,
machinery, infrastructure and stocks or inventoasswell as knowledge and
technology. Financial wealth is an asset to soneplpeand a liability to another
(Isbister, 2001). Further, De Brunhoff argues tH@he visible domination of
financial markets does not imply that industrigpital has lost its fundamental
importance. Rather, we could say that a new cagiitedalition has emerged, in

order to restore profitability after the crisistbé 1970s” (2003, p. 143).

This finance capital is playing a vital role in ¢anlling the political power in

developing countries, compared to the other camtaiments such as land,
buildings and managerial know-how. Isbister (20quptes from Gurley and
Shaw and argues that, in capitalist economies @wee, financial assets
typically grow faster than real assets or natigmalduct, for example, they
estimated that financial assets were about onethalflevel of real national
wealth in the early 1880s in the United Statesngiso about twice the level of

real wealth in the early 1960s.

2.8.1 Coalition between financial and industrial capitalsts

Therefore, the finance providers have become vewyepful and have gone to
the extent that “the state is captured by capital aperates on its behalf to
protect, reinforce and support capital's expansi@md to maintain the
suppression of labour” (Grast al, 1996, p. 34). The new Sri Lankan economy
was driven by an international capitalists’ coalitiof financial and industrial
capitalists with the help of neo-liberal policie$he case studies under
discussion provide evidence to argue, these owmaditbetween financial and
industrial capitalists could be formed within a ooy under masks of
nationalism/patriotism or theories such as socegponsibility/sustainable

growth or posing as against neo-liberal policies.

The accumulation process of capital requires baoitustrial and financial

capital. Therefore, the banking system has becomm@al instrument which
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creates a powerful social mechanism for the camftiidn of capital (see De
Brunhoff, 2003). Critical analysis shows that ptessfrom the owners of
finance is very common on the management of preaalucthe most common
example of this is appointment of bank officersda®ctors to the board of

directors of heavily indebted customers. Accordm@e Brunhoff:

These directors not only have high salaries, bsd abtain important
share portfolios by means of stock options or ineotways. And they
agree to change the organization of industrial pctddn in order to
maximize both profits and financial rewards. Thesttie objective basis
for a coalition of financiers and top industriakeatitors (De Brunhoff,
2003, p. 147).

In Sri Lanka, though bank officers serve as dinecton the boards of their
highly indebted clients, to look after the bankderest, there is no compelling
evidence that those clients rewarded them withrerasalary. However, they
enjoy various other benefits such as free holidayd large hampers in the

festival seasons.

According to Keynes (1936) the least useful ecowogioup comprises rich
owners of money capital, the parasitic “rentieffiey want high returns from
their financial investments; otherwise they willeketheir money idle and
provoke a scarcity of finance for economic needss Ts quite evident in Sri
Lanka because banks can safely park their exceseynwith government
securities and still make a contribution marghktcording to De Brunhoff
(2003) such irrational behaviour by owners of ficiah capital has no

justification and he further suggests that:

...financial activity should be taken out of thentia of the rich owners of
money capital and regulated by the state. The earonomic agents,
entrepreneurs and workers should not be depengemt the interest of
idle rentiers. This kind of analysis is often useday by people who ask
for the cancellation of the debts of less developmahtries, and by those
proposing a new regulation of finance (p. 145).

45



Chapter 2: kdture Review

But De Brunhoff (2003) warns that this new reguatshould involve major
changes in the whole structure of capitalist acdatian of wealth. Therefore,

he suggests that:

It is necessary to understand more fully the compdéationship between
financial and industrial capital, and the respextiwles of financiers and
entrepreneurs in capital accumulation. Then we wdline back to the
general notion of capital, whether ‘real’ or finaai¢p.146).

2.8.2 Lack of state support for SMEs providing facilitiesincluding credit

According to Marx, the exploitation of labour isetlbasis of capitalist profit.
However, a capitalist credit system is required fioancing new industrial
investments, and it also centralizes the moneylldazial classes. Owners of
small savings are passively involved in the procedsle the ownership of
financial assets is highly concentrated in the Baoda few wealthy people,

including some industrial managers.

According to De Brunhoff, “Keynesian policy involsyea social compromise
between capitalist entrepreneurs and workers. Eiaemarkets and ‘rentiers’
who own money capital should be disciplined by puhlles” (2003, p. 150). It
is worth noting that a survey of small businesseSri Lanka and Tanzania has
revealed that problems of access to finance andhible cost of finance,
materials, equipments and also regulatory probleamcerned businesspeople
in both countries (Levy, 1993 cited in M. Moore,9X9. Therefore, lack of
support from the government in developing busirmegsrprises appears to have
a detrimental impact on the formal banking systgmshing decision makers
towards arbitrary decisions with regards to finagcenterprises. That is, in the
absence of regulatory policies and conducive ecarvpaiitical environment,

the contribution of individual characteristics mag/ fostered and amplified.

2.9 Marxian interpretation of social structure and credit system

According to Marxian analysis (for example, De Braff, 2003; Lapavistas,

2000; M. Moore, 1997), the distribution of profltetween venture capitalists
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and finance providers is problematic but the acdatian of capital needs both
of them. The credit system is such that it tramafordle money into loanable
money capital that is earning interest, and directback to accumulation

(Lapavistas, 2003). This “loanable capital”, i.eomay capital, Marx says, “no
longer passive but active, usurious, [and] prddiferg capital” (1978, p. 569
cited in Lapavistas, 2003, p. 70). And, in societiéhere commodity exchange
is widespread, the economic power afforded by morayrally leads to social
power. “Money is the monopolist of the ability touyh or in Marxist

terminology the ‘universal equivalent”(Lapavist@§03, p. 70-71).

Therefore, the researcher's argument is based ynainl broad theoretical
framework of Marxist class analysis and neo-Marxaitical theory, because:
first, it is appropriate to apply these theorieghe case studies under review
where the financier and the industrialist are nahe same business; second, as
Moore (1997) explains, Marxian interpretations ins@mpirical and historical
research. Also, Marxism has been identified as rtt@n single source of
inspiration, political as well as intellectual, feesearch into Third World
capitalism (see Barrow, 2007; Kiely, 1998, 2005;t%da, 2004).

Marxism has been used extensively to explain inéguaor uneven
development and therefore has evolved throughréifiteperspectives especially
addressing its weak points such as bi-class soeciety inevitable victory of

proletariats. According to Sherman the:

Marxian perspective has led to a new Marxism, whighunofficial,

independent, profoundly democratic, and criticalabfsocieties and all
rigid ideas. The new Marxism has often been cattetdcal Marxism

(1995, p. 3).

Therefore, it is not only the need for individuadwer that drives arbitrary
decision-making but also the systemic stimulandsiaed by the institution and

the social network as a whole, because the Mardiéique suggests that:

» power is held by capital and exercised on its dghal
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» there is a conflict between capital and labour;
» the state is captured by capital and used to sappabour; and

» the emergence of the middle class is privilegedhleysituation (Gragt
al., 1996).

2.10 Summary and conclusions

This section summarises this chapter and provideglasions on why the
Marxist lens of credit mechanism is used in thiseegch to study the role of
bank lending from a critical accounting perspectiany scholars argue that
the relationship between accounting and capitaissnot merely technical but a
deep-rooted bond and a justification. They indmit tnot only the capitalist
system but also the concept of capitalism itsedinoutcome of the influence of

accounting ideas on economic and sociological think

According to Marx, money is highly respected ahdréfore, money owners
are powerful irrespective of their methods of eagniand accumulation of
money. Some researchers argue that powerless popiepdo not possess the
necessary skills and capital to prosper by themaseltherefore, they must rely
on the powerful rich classes if they want to cornéaf poverty. They also say
that the rich classes, though they are visionany eapable, need workers’
support to accumulate wealth. These theories stidigat powerful-rich make
use of the powerless-poor to achieve these godlks.pbor, though they may
have ideas and skills but no access to money (ticisat credit) will arguably

never get out of poverty trap.

According to Marx, the government is an extensibthe ruling capitalist class
and Marxian critical theorists argue that developetkets arise only through
state intervention. The state establishes the tuisthal and regulatory
framework for market transactions. It regulates gih@vision of infrastructure,
ensures that a healthy, trained and pliant workfaescavailable, and it controls
social conflict. The state establishes and regslgt®fessional qualifications

and the accounting conventions.
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With reference to Sri Lanka, researchers argueptatuction relations are not
only constituents of legal and political superstinnes but also comprise free
will, individual autonomy, and factors such asgeln, culture and ethnicity.
Research on micro-financing programmes in Sri Largkeeals that post-credit
incomes of borrowers are unlikely to increase bseawf financial,

infrastructural and socio-cultural barriers. Midmance is too small and does

not constitute capital in the Marxian sense.

Despite the huge differences among developmentiestustholars, they all
agree on one fact: that the economic developmetheofleveloping countries
will be hindered by continuous structural roadbbakcluding access to credit

for potential projects of ordinary people.

2.10.1 Conclusions

Marxism was considered as the theoretical guidéhis research for several
reasons. Marxian theory can be applied to diffelerel analyses and is capable
of explaining not only within-level relationshipsutb also between level
relationships. Marxism has earned widespread aaneptas one of the grand
theories which narrate social histories (Georg€32@ompared to other critical
theories especially with regard to power relatigpstand credit mechanisms.
Marxian critical theories are useful tools to asalypower relations associated
with wealth and financial resources. Classical NMamneconomic theories have

proved not to be practical.

State intervention discussed here is not aboué sianership but conscious
interventions by the state as performed in devalamaintries for the interest of

the general public.

The Marxist concept of credit mechanism is the naemalytical tool used in this
research. According to Marx, the credit system sei@ous weapon in the battle
of competition and forms a significant social matka for the centralization
of capital. Equally, lack of money translates iptawerlessness, deprivation and

exclusion from several social activities for thejond&y of the poor under
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capitalism. In capitalist society, successful p#pttion in social affairs
depends less on a person’s abilities and skillsnamé on possession of money.
There seems to be a barrier between ordinary peopletential (through
abilities, ideas and skills) and access to mongytalain capitalist society. In
the meantime, people (with or without abilitiesead and skills) who possess
money gain the potential and reap the benefits.eMpavely, when access to
money capital is coupled with ideas, abilities akills, there will be could have
an undue advantage over moneyless people and thislwicrease exponential

effect in accumulating wealth.

The petty-bourgeoisie is traditionally in favour pfotectionism. They are
unable to compete internationally, use masks sscetationalism and patriotism
to promote and protect their specific locally proeld goods and services. This
social class places their egoistic interests anchbsjic gains before the

economic interests of a country at large.

Marxian critical theorists argue that, in capitalibankers and industrialists set
the ground rules in distributing the benefits andtmol the ultimate balance of
power between capital and labour. Their studiesestigate how capitalist
forces influence decision-making/lending procedsgsveakening state power
(economic-political environment) and ignoring tloderof individual’s abilities,
and the skills of bank professionals--and at thmeséime enhancing the social
power of a few “real” decision-makers in the sectoris evident that most
individual, social-cultural and economic-politicdactors are collectively
directed towards protecting the social power ofaalvantaged class of the
capitalist society. Social power, privilege andluson in various activities are
intertwined with possession of money in capitafistiety, meaning that the
economic power afforded by money eventualsads to social power.
Therefore, social power becomes the fundamentalndriforce for decision-
making based on preferred social norms in the satk private institutions,

particularly in the finance sector.
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The Marxian critique suggests that it is not otilg heed for individual power
that enhances social inequality but also the syiststimulants induced by the
institution and the social network as a whole. Agding systems were
maintained as a regulatory requirement to legitenthe capital-concentration
process. Accounting provides the intellectual sernfior smooth and effective
functioning of the credit mechanism. This reseansiestigates and shows how
and why individual, social and economic-politicatfors collectively contribute
to social power which in turn influences credit idean-making in a private
bank in Sri Lanka. It also seeks to find what impaould such decision-
making have on the economic-political environmesipecially with regard to
the possibility of sustaining income/wealth inediyaln Sri Lanka? That is,
examining the nature of the link between the inétyuan society and certain

decision-making processes of a Sri Lankan privat&kb
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CHAPTER THREE

3 RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses in detail the methodologpleyad in the realm of
academic research in social sciences and speotfievance of certain
methodological perspectives to this research. Rgoalications (for example:
Creswell, 2007; Denzin & Lincoln, 2005) on quaikatresearch methodology
show that research methodology can no longer bdinemh to a set of
universally applicable rules, conventions and trads (Guba & Lincoln,
2005). According to Guba and Lincoln (2005), vasodisciplines and
perspectives (such as Marxism, feminist theoriet queer theory) have been
integrated with certain methodologies in an unaabid manner and they
suggest that, “...indeed, the various paradigmsbe&ginning to ‘interbreed’
such that two theories previously thought to beconcilable conflict may now
appear, under a different theoretical rubric, to ib®rming one another’s

argument” (p. 191-2).

This chapter describes how and why the qualitatesearch methodology is
employed in conducting this research. A case staggarch approach is used to
explore and investigate how financial capital isyided to SMEs in Sri Lanka
by a private commercial bank. Gillham (2000) sdyat, t“case study research is
very much like detective work. Nothing is disregaddeverything is weighted
and sifted; and checked or corroborated” (p. 32hW the main method of
case study research several sub-methods are erddimydata collection, data

analysis and interpretation (Gillham, 2000).

According to O’Leary, when research is focused eal-world problems the
research questions are often connected to a neednfmvledge that can

facilitate problem solving (2005). However, O’Lea2005) says that such
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situations do not mean that research outcomes weaslolve social problems

but she insists that:

Research can be a key tool in informed decisionimgakt can be central
to determining what we should do, what we can dey tve will do it, and
how well we have done it. Research may not be tm@ver to our
problems, but it can supply some of the data necgd$er us to begin to
tackle the real-world problems that challenge us al

This chapter consists of 10 sections. The firstahsections outline the type of
research perceptions and explain what researcle@ros are shared by the
researcher. The fourth section illustrates thegiisy of research methodology
employed in this research. The fifth, sixth andeselr sections describe the case
study research design and portrays how the “expmananultiple case study
method” (Yin, 2003) is used in this research, drahtit reviews the methods of
data collection and analysis. Eighth, it explainswhthe trustworthiness,
dependability and credibility of this research weresured. The ninth section

discusses the application of theories and fintligrovides the conclusion.

3.2 Paradigms, perspectives, assumptions and theories

True knowledge is limited to the objects and thiatienships between
them that exist in the realm of time and space. &urnonsciousness,
which is subjective, is not accessible to scienod #us not truly

knowable (Polkinghorne, 1989, p. 23 cited in Gubd.i&coln, 2005, p

203).

A research perspective is the standpoint researelser to study the world, and
a paradigm is a set of propositions that explaiow the world is perceived
(Sarantakos, 1998). Guba suggests that “the netctmains the researcher’s
epistemological, ontological, and methodologicatrpises may be termed a
paradigm or an interpretive framework; a basicadieliefs that guide action”
(Guba, 1990, p. 17 cited in Denzin & Lincoln, 2003)

In this thesis, the terrperspectiveis used when the discussion is about the

standpoints of researchers such as Mwexian perspectivewhile the term
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paradigmis used in a broader and a deeper sense whernsthession is about
the worldview of the members of a particular comityusuch aspositivist,
interpretive and critical paradigm. For example, many religious perspectives
belong to the positivistic paradigm while femirastd neo-Marxian perspectives
belong to the critical paradigm and social congivist and participatory
perspectives belong to the interpretive paradigrher&fore, studying and
understanding paradigms and clarifying the reseat€h standpoint
(perspective) and the worldview (paradigm) are irtgpt because this sets the
basic guidelines for how research should be dedigmel conducted (Creswell,
2003; Laughlin, 1995).

3.2.1 Obijectives of paradigms

Objectives of paradigms vary from discovering “thd@ruth” to
constructing/building theories in proposing solafioPositivists aim to explore,
explain, evaluate, predict and to develop/testriegoThe aim of interpretivists
is to understand human behaviour which means “symegia understanding”.
Critical theorists aim to criticize social realitgmancipate, empower and
liberate people, and propose solutions to sociablpms (Sarantakos, 1998).
Contrarily, constructivists aim to build theoriésdugh consensus (Jones, 1991)
and the participatory/cooperative paradigm (HerorR&ason, 1997) aims to

know practically, by participation.

Criticisms are now common on purists’ view thatithparadigms are the ideal
for research, and they advocate the incompatikdiityong paradigms (Johnson
& Onwuegbuzie, 2004), for example, Guba insistst tteccommodation
between paradigms is impossible...” (Guba, 199031). while Johnson and
Onwuegbuzie insist that “obviously, the conductfdfy objective and value-
free research is a myth” (2004, p. 16).

3.2.2 Assumptions underlying paradigms

Assumptions of the researcher play a vital rolechobosing a particular

methodology for his/her research of social inqui@yeswell summarizes the
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assumptions on which the research paradigms aeal lmasinto five categories:
the axiological, ontological, epistemological, ratal and methodological
assumptions (Creswell, 1994, 1998). Many sociotegace paradigms in
simple bipolar continuum of each assumption (faaregle: Burrel & Morgan,
1979; Creswell, 2007). However, Laughlin argues the “...a simple bipolar
dualism... is too simplistic...” (Laughlin, 1995, §6) and, Guba and Lincoln
(2005) provides five stances of beliefs for ontglogepistemology and
methodology in the continuum from positivist, pesisitivist, critical,

constructivism to participatory paradigms.

Axiology (ethics) refers to the role of values inporated into the research.
Ontology refers to the nature of reality—what attyjuaxists? Epistemology
addresses the questions, “Do you really know wbattitink you know?” and if
so, “How do you know what you know?” Rhetorical @sptions mean that,
instead of terms such as internal validity, exaéwxalidity, generalizability, and
objectivity, the qualitative researcher writing tbase study may employ terms
such as credibility, transferability, dependabijléynd conformability (Lincoln &
Guba, 2003) as well as naturalistic generalizati@take, 2000). Methodology
refers to a model entailing the theoretical pritespand frameworks that

provide the guidelines that show how research etdone (Sarantakos, 1998).

Laughlin places some of these assumptions togathe&meaningful statement
as: “...a position on being (ontology), on the ragé the investigator...on
perceptions on understanding (epistemology) andswaynvestigate the world
(methodology) are implicit in the various approactie empirical research”
(1995, p. 66).

3.2.3 The positivist paradigm

Positivism, which is sometimes referred to as arddic ideology, is a social
research philosophy developed and introduced byusieg Comte in 1848.
Positivists argue that the only authentic knowledg®uld be scientific
knowledge. Their ontological belief is that an aljee reality exists and can be

known through research in contrast to post-posisvivho concede that “we
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might never know reality perfectly but ...accumathtefforts will move us
toward discovering what is real” (Bailey, 2007, »2). Contrarily,
constructivists argue that the truth is construetétin the minds of individuals
and between people in a culture. Constructivisiswvis that the truth is
constructed from a continuous process of researdtbg developing consensus
among individuals. The epistemological positiompositivists is that knowledge
which can be gained does not depend on the resrarthere are numerous
research traditions, schools of thought or perspestvhich are non-positivist,
followed by qualitative researchers who represéhee interpretive or critical

paradigm.

3.2.4 The interpretive paradigm

The unsuitability and inappropriateness of the tpast paradigm have been
observed by many researchers in understandingial ssgue (Laughlin, 1995).
These researchers seek understanding of the worldultiple realities and
often these subjective meanings are negotiatedalsocand historically
(Creswell, 2007). The ontological belief of intexpvists is that there is no
objective social reality instead there are multipgalities. The epistemological
position of the interpretive paradigm is that wisalearned in research does not
exist independently of the researcher. The metlugicdl approach of
interpretivists is qualitative. An inductive prosas followed and often includes
interactions with, and observations of, particigar{Bailey, 2007). Their
axiological belief is that value neutrality is redsential or even not possible in

the research process.

3.2.5 The critical paradigm

The common understanding is that researchers wlomdpavithin the critical
paradigm often want to document, understand and ethange the way that
powerful groups oppress powerless groups (Baile@072 Similar to
interpretive paradigm, critical paradigm too bdar ontological belief that there
is no single reality and they stress that “socgllity is shaped by historical,

social, political, cultural, and economic factoas, well as ethnic, racial, and
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gendered structures among others” (Bailey, 20035p. The axiological belief
within the critical perspective is that values em@ortant and should be clearly
articulated in the research work. The methodolofigrofollowed within the
critical paradigm takes a macro approach rathem thlae study of a
phenomenon. According to Bailey (2007), analyis& springs from a critical
paradigm often includes emphasis on the negatieetsfof racism or unequal
power relations. This paradigm often focuses oiohial, social, and cultural
events and “documenting the negative implicatiohsapitalism, imperialism,
and unequal power relationships lies at the hefmuch work undertaken

within the critical paradigm” (Bailey, 2007, p. 56)

3.2.6 Paradigm of this research

This research belongs to the critical paradigm bseat aims for critique and
transformation and, the issues addressed in tliesareh are social power
relations and inequality (Bailey, 2007; Guba & Llaht, 2005). Further, the
researcher wants to document, understand and ewggest change to the
negative implications of capitalism and unequal eowelationships (Bailey,
2007).

The ontological belief of the Marxian perspectigethat reality is shaped by
social, political and economic values, crystallizrar time (Guba & Lincoln,
2005). The epistemological stance is that the kadgé discovered by this
research depends on the researcher and is therefobgective. The main
guestion asked in this research ¥ credit mechanisms and income/wealth
inequality create a mutually reinforcing cycle in Bankan society?therefore,
the answers are inferred from the views of resepaticipants and empirically
backed by their experience. The methodology follotvalogic (Guba &
Lincoln, 2005) strategies within the case studyaesh methodology from the
point of story-building through data analysis anteipretation to theorization

chapters.

58



Chapter 3: ResdaMethodology

3.2.7 Basic beliefs

Some scholars such as O’Leary (2004) use the pestipositivisto refer non-
positivist paradigms but for others, for exampleb&and Lincoln (2005), post-
positivism is a paradigm with slight variances fropositivism in basic
assumptions such as ontology, epistemology andadeltbgy. Therefore, for
some scholars, the paradigms such as interpretivisnstructivism and critical
are classified under post-positivism whereas othe@estify post-positivism,
interpretivism, constructivism and critical worléws as four separate
paradigms. The qualitative school rejects the divigg because it implies
distance and neutrality from the researched; #nwltty is objectively given; and

it emerges out of subjectivity (Sarantakos, 1998).

3.2.8 Business/accounting research

In accounting research, Chua (1986) identifies thasic paradigms; the
positivistic or scientific paradigm and the interfive paradigm. However,
according to her, in the broader sense, this iméige paradigm consists of
more “pragmatic” kind of paradigms, like “post-pgst” (for example,

Bruner, 1990) as well as very “radical’” nature piggens such as critical
theories (Tinker, 1980).

The positivistic paradigm views accounting as aertechnical process (Smith
& Taffler, 1992). However, the interpretive schoof thought claims that
accounting is a social process with human intesastiJonsson & Macintosh,
1997). They argue that the aim of research shoeltbbuncover the meaning
and interpretation of the accounting process. Euarttlevelopment of this
interpretive school of thought paved the way foitical accounting theory
(Power, 2003; Sikka, 2001; Tinker, 1980). They artjat the aim of research
should not be limited to uncovering meanings b afocused on finding
reasons for change (Laughlin, 1995) and even stiggesolutions for social

issues (Jones, 1991).
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3.3 Qualitative research strategies/approaches/traditios

There are several qualitative approaches for saaciqliry. According to

Creswell these “approaches to research” (Creswé€l§8), have also been
identified as “strategies of inquiry” (Denzin & ldnln, 2003) and “varieties”
(Tesch, 1990), etc. Creswell explains the compjegit these approaches in

different research paradigms as follows:

Tesch (1990), organizes 28 approaches into fourchiees of a flowchart,
sorting out these approaches based on the cenitatest of the
investigator. Wolcott (1992), classified approaclmesa “tree” diagram
with branches of the tree designating strategieslda collection. Miller
and Crabtree (1992), organized 18 “types” accordinthe “domain” of
human life of primary concern to the researchechsas focus on the
individual, the social world, or the culture...(Gneell, 1998, p. 245).

Creswell (1998) classified all these “types” of umy into five “traditions”
namely: biography, phenomenology, grounded theetlgnography and case
study. However Creswell (2007) updated his analgsid the major change is

that he has renamed the research approach “biograpltinarrative research”.

3.3.1 Creative and strategic researcher

Many researchers feel a need to position themsedgea particular type of
researcher, and identify themselves with a defimey of knowing. The

question is to consider is whether there can beevah accepting various
assumptions. O’Leary (2004) places the researcher ¢reative and strategic

position and suggests that:

Can divergent, disparate, and distinct understgysdai the world, and in
particular research, simultaneously exist? For tesearcher who
approaches research as “thinking game”, the ansness. Each research
situation and research question is unique, andngssons can be as
varied as the situations. The trick is to undextahat assumptions you
are working under and how they might affect youdst(p. 8).

As explained in the next section this researchertas taken a sort of strategic

position in designing the research methodologyhisf tesearch.
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3.4 Designing the research methodology

A methodology is the selection, justification andqgential arranging of
activities, procedures and tasks in a researchegqirojThese activities,
procedures and tasks include the selection of:scsstudy, methods of data
gathering, analytical techniques of data (Silvern2006), a theory, a range of
solutions (Gobo, forthcoming cited in Silvermanp8pPand approaches. On the
other hand, according to Yin (2003) the “role oédhy development, prior to
the conduct of data collection, is one point défeze between case studies and
other related methods such as ethnography and dedutheory” (p. 28).
However, according to O’Leary (2004), in designthg research methodology
“one approach is not necessarily better than theroWhat is important...is that
all researchers work towards reflexive awareneskiaformed choice. There
are no easy answers. Methodological design is ahfarimed decision-making
that involves weighing up pros and cons, and degigvhat is best given your

specific context” (p. 87)

O’Leary (2004) explains that research generatesvladge and the purpose of
the knowledge varies from just “building understiagd to “action change
within a system” to “emancipate through action” farther to “expose the
systems”. Therefore, the research methodologie$d ceary from “basic” to
“applied/evaluative” to “participatory” or furtherto “critical/radical

ethnography” accordingly.

3.4.1 Choosing a research methodology

In one sense all research is case study: thetev&ys some unit, or set of
units, in relation to which data are collected andhalyzed (Hammersley
& Gomm, 2000. p. 2)

In supporting to this claim, O’Leary (2004) argubkat case study is not really a
“methodology” but rather, an approach to reseastte explains, “since ‘cases’
in a case study can involve individuals, culturaloups, communities,
phenomena, events and, in fact, any unit of sdifgabrganization, virtually all

methodologies and/or data collection tools candlked upon dependent on the
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case at hand” (O’Leary, p. 117-118). The reseamgbstipn under study is
analysed using the “exploring methodologies” mg@Leary, 2004, p. 90) as
illustrated in Figure 3-1 to provide a holistic wief the researcher’s position

and the approach followed.
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Do credit mechanisms and income/wealth inequalitreate

a mutuallv reinforcina cvcle in Sri Lankan socie
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Figure 3-1: Exploring methodologies (adopted from Q.eary (2004, p. 90) to illustrate this research mgodology)
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3.5 Case study research design and method

According to Yin (2003), “...case study is an emg@timquiry that investigates
a contemporary phenomenon within its real-life eant especially, when the
boundaries between phenomenon and context areleatycdefined” (p. 13).
Therefore, Woodside and Wilson suggest that, ciasly sesearch should have
a broader definition as “inquiry focusing on dektrg, understanding,
predicting, and/or controlling the individual (i.@rocess, animal, person,
household, organization, group, industry, cultuse,nationality)” (2003, p.
493).

In the case study method used in social researdaytothe soundness of
researchers’ arguments are refined and ensuredvgstigating the cases in
considerable depth (Hammersley & Gomm, 2000) rathan the number of
cases studied and/or amount of data collected oh ease. Gluckman insists
that, “clearly one good case study can illuminagworking of a social system
in a way that a series of morphological statemeatsot achieve” (Gluckman,
1961, p. 9 cited in Mitchell, 2000, p. 1). Thisintais further strengthened by
Skinner (1966) who asserts that “...instead ofyshgla thousand rats for one
hour each, or a hundred rats for ten hours eaehntiestigator is likely to study
one rat for a thousand hours” (p. 21, cited in Waidel & Wilson, 2003, p.

493). As Woodside and Wilson (2003) point out,sthiiew can be

misunderstood as that, case study research is sllivajed to the sample size

ofn=1.

3.5.1 Why case-study methodology is preferred over othemethodologies

O’Leary (2005) points out that the nature of theemach question is the key
determining factor in choosing the appropriate aese methodology. The
empirical research questions in this study invatweestigating whether credit
decisions are made in favour of influential appiisawhile certain groups are at
a disadvantage in accessing credit and, if soxfoee how and why these

decisions are made.
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The vision of the researcher is set towards bettestems by challenging
existing systems and the objectives of the reseanelo expose and understand
a current situation: in this case, the credit mam in Sri Lanka. However,
this research does not intend to suggest remediesolutions such as
programmes and policies through which the stateuldhnterfere with the
banking system. Future research should focus oanpat state-intervention

policies and programmes.

After evaluating the various research methodologigéined in Figure 3.1 the
researcher was convinced that the case study obseagthodology was the

most appropriate for this study. This is furthepleined below.

Due to the controversial nature of the subject,ctfeelit mechanism and its link
to income/wealth inequality, acceptance of theasdeer by interviewees plays
a vital role in capturing genuine and honest respenand ensuring the
reliability of the data gathered (Krathwohl, 200@n the other hand, to study
the decision-making process for a considerably lpegod of time it was

necessary to maintain prolonged involvement with ititerviewees to collect
data over time (Krathwohl, 2009). Therefore, it wietermined that survey-

based methodologies would not accommodate thes@eatents.

Methodologies such as participatory action researction research and applied
research are far from being practical in this situaas the researcher access is
restricted in the banking sector (Fontana & Fre§0% Lee, 2000). Also the
acceptance of, and free interaction with, the meses by participants are

arguably less likely to provide the data needettiénbanking sector.

Phenomenology focuses on understanding the essémogerience of a topic
or a concept (Miller & Brewer, 2003). The focusthis research is to analyse
certain causal relationships in the process ofsitmwimaking. Therefore the
scope of this research is beyond the frameworkhehpmenology. On the other
hand, ethnomethodology covers the study of the odgstithat people use to

make sense of the social world (Miller & BrewerQ3). Ethnomethdodology is
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about methods of understanding everyday life ir@ater sense whereas this
research focuses on a specific complex social nmesfma the credit decision-

making process.

Grounded theory is a set of integrated steps ggidle research process to
completion and finally to generate a theoreticateshent (Miller & Brewer,
2003). Because Marxian critical theories were aergid as the theoretical

guide for this research, the Grounded theory metlogy was not considered.

Ethnographic studies are generally done in a sirth®to-one-year time frame
(Creswell, 1998, p. 245). Studying processes litlgit mechanisms needs a
longer period in order to understand and analysehar@sms and relationships.
On the other hand, financial institutions are dypsegulated by a central
authority and they maintain the highest levels raégrity and confidentiality
about their practices (The Central Bank of Sri Laynk988-2008). Therefore, a
major barrier to employing an ethnographic methodwplin this type of study is
access to data. Information about clients, deassind the amount of money
involved are kept highly confidential by financialstitutions mainly because
for ethical and regulatory reasons and, also becatishe highly competitive
nature of the banking business (The Central BanirofLanka, 1988-2008).
Therefore, “observation”, even from within, is ratowed or possible, due to
the very personal nature and confidentiality ofteoser information. Due to the
personal characteristics of the interviewer andrinéwees, sometimes, face-to-
face interviews can create an uncomfortable atmeygphor respondents
(Krathwohl, 2009). Further, such interviews are esex to the possibility of
providing biased data because issues are generalurrent events, activities
and processes and the interviewees may be un@et difluence of supervisors

on those credit decisions (Lee, 2000).

Due to the restriction on access to data in bankistlae need for long-term data
analysis, the most appropriate and useful optitirtdethe researcher is to carry
out a retrospective study of life experiences oksal relevant individuals using

multiple sources: interviews, observations, docusierarchival records,
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guestionnaires (not survey questionnaires), intechats and exchange of e-
mails. This requirement is facilitated well in cagady research methodology.
The multiple-case method is employed to enhanadisabnd allows for more

cogent theorization.

In summary, because of the complexity of the preegsunder study (credit
decision-making processes), the nature of chamactevolved (rich and
powerful individuals and senior bank officers), tlngth of the period of
observation warranted (3-5 years) and the natutbefesearch field involved
(confidentiality, integrity and regulatory issueshe case-study method was
identified as the most appropriate methodology ime Iwith the research

questions and the knowledge gap identified.

Also, in business, case-study research is consldaseuseful especially for
practical real-world problems where the experieat¢he actors is important
and the context of the situation is critical (O'kyea2005). According to Yin
(1993), the case study approach is especially Lsefusituations where
contextual conditions of the events being studiesl aitical and where the

researcher has no control over the events as tifejdu

3.5.2 Types of case-studies

Yin (2003) identifies four basic types of case gtudksigns based on two
variables namely the number of cases involved &ednumber of units of
analysis covered. The number of cases could bdesimgmultiple and the
number of units of analysis can be single-holistic multiple-embedded.
“Among these designs, most multiple-case desigadikely to be stronger than

single-case designs” (Yin, 2003, p. 19).

Stake (2005) identifies three different types ofecatudies namely intrinsic

(unigue cases; not representative), instrumertaprdvide insights or enhance
an existing theory) and collective (generalizatisraimed at) based on their
purpose and nature. On the other hand Yin (193®sdies case study research

into three major categories based on their approsgsues and applicable
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theories. They are exploratory case studies, des@i case studies and
explanatory case studies. Each category of casly sasearch can be carried
out using a single-case type or multiple-case tifaeh case study research type
may employ different designs either with one haistnit of analysis or
embedded several units of analysis. These chaistaterof different types of
cases are summarized according to their naturgoambse (Stake, 2005), and
approach, research issues, number of cases, natwaits of analysis and
applicable theories (Yin, 1993, 2003) as shownweioTable 3-1.

Table 3-1: Characteristics of three types of casewsly research

Casetype Exploratory Descriptive Explanatory

Item

Field work is done Aimed at a Aimed at presenting a

Common prior to the definition complete causal relationship;
a of research problem.description of a explaining which
pproach . o
Aimed at defining the phenomenon causes produced
issues of subsequentvithin its context. which effects.
study.
Broad design Encounter Emphasis on How
determined well ahead.enormous and Why do research
Research . D e )
Issues Emphasis on actualproblems in findings get into
behavioural eventslimiting the scope practical use?
rather than perceptions.of the study.
Theories Search  for causalRequires theory to Search for
theories. guide data explanatory theories.
collocation.
Nature Intrinsic Instrumental Instrumental
No. of cases Single Single Collective
Unit/s of Holistic unit of analysis Sub-units/Holistic Sub-units/Holistic
analysis unit of analysis unit of analysis

Sources: Yin (1993; 2003) and Stake (2005), cordglethe author

3.5.3 Characteristics of case study method employed inithresearch

Reports and authors often do not fit neatly inte ohthese set of characteristics

(Stake, 2005), especially when a multiple caseystuethod is chosen they can

69



Chapter 3: Research Methodology

share characteristics of different categories. H@wrestudying collective cases
is not intended to generalize the research outdmmeas Stake (2005) suggests,
it will strengthen the optimizing process of cragtia better understanding of
the credit system and its relationship to socialvgro and income/wealth

inequality in Sri Lanka. This case study reseaittdress characteristics of both
the explanatory and descriptive types. The reseauelstion in this research is
about the possible relationship between certaink danding decisions and

unequal income/wealth distribution, therefore iargs the characteristics of

explanatory type case studies.

However, this case study research can be alsafideras descriptive because a
theoretical guidance was used for data collectimh this theory was explicitly
disclosed in advance: the Marxian critical theoifhis research is an
instrumental one because it provides insight t@xwasting theory and, whether
the selected cases themselves are of particularestt or not, the focus was
maintained towards optimizing the understandinghef credit system within
which they operated. Although studying collective rmultiple cases goes
beyond optimizing understanding to near generatimatbecause of the
representative nature (Stake, 2005) of the casdsrumview, the researcher
maintains  focus  towards inductive reasoning and ueidee
inferencing/reasoning for a better understandingatterns in certain credit
decisions in Sri Lanka.

3.6 Triangulation and data analysis

According to Woodside and Wilson, “achieving deeplerstanding in case
study research usually involves the use of multiglsearch methods across
multiple time periods (i.e. Triangulation; see Dienz978)” (2003, p. 498).
Triangulation includes direct observation of incitteand events, analyses of
archival records, exchange of e-mails, interviews seeking
explanations/interpretations from the case paditip (Woodside & Wilson,
2003). These qualitative data were analyzed usimgiows analytical

tools/techniques/strategies in order to developmthiegically towards a
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conclusion. Data analysis strategies are numeiiches data collection, analyses
and interpretations in this research need to batite with a focus on story

building.

Creating stories or creating narratives is idegdifas a way of analysing data
not analysing stories. It is worth noting Bailege@mments on narratives in this

regard:

Although | refer, at times, to the creation of @adikres as a narrative
analysis, other researchers reserve the term ivarranalysis to refer to
the procedures for analysing the stories, or rigest told by the
participants. When used in this sense, a narratinadysis might focus on
how the participants’ stories are organized, tretafic with which they
are told, why they are being told, and their méji@mes (Bailey, 2007 p.
162).

3.7 Credibility, dependability and conformability

Now it is argued that gaining traditional “thick sieiption” (Geertz, 1973;
Sanday, 1979 and Arnould & Wallendorf, 1994, citedVoodside & Wilson,
2003, p. 497) alone is not enough to ensure thdiyahnd reliability of a case
study research because, it may be limited to @iffetevels of depth and detail
(Woodside & Wilson, 2003). On the other hand whettie description is
“thick” or “thin”, if it provides adequate evidende the claim, the description is
considered as dependable (Bailey, 2007). Therefibee,description of case
studies were supported by other validation techesquand collaborative
evidence such as financial accounts, newspaper rmadazine articles,
comments of fellow bankers, and finally throughermtater reliability checks
(Schutt, 2001) with peer scholars. O’Leary (2004ipgests an additional
indicator that can be used to assess credibilitghgnge-oriented research, and
that is “usefulness”. If a research objective iseipose an inequitable/unjust
situation, then a measure of success or credibility be how useful the
research outcome is in proposing a remedy. Theyefaking the seriousness of

the research problem in this research, it woulcdjmeropriate to claim that the
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credibility of this research outcome is high beeatise “usefulness” of the

findings is substantial in exposing certain somakchanisms.

Hammersley (1992) suggests three evaluating @iterievaluate the quality of
research: plausibility, credibility and relevané®mwever, Denzin and Lincoln
(2005) criticize Hammersley’'s three criteria beeauhey require social
judgment and claim that, “within Hammersley's motletre is no satisfactory
method for resolving this issue of how to evalumteempirical claim” (p. 911).
Smith and Hodkinson (2005) insist that “methodhisréby the crucial factor in
any judgment made about the quality of research™(@¥) and the methods

applied in this case study research are discusseetail in the next chapter.

3.8 Application of theories in the field of business

There are non-social approaches and social apmeathh study human
behaviour. Naturalistic and individualistic expléinas are the most resilient in
non-social approaches to human behaviour and, ttuetwral theories and
interpretive theories are prominent in social apphes (Jones, 1991). Jones
criticizes these non-social approaches complaitivag “we are, like animals,
biologically programmed by nature ... or human b&ha must therefore
always rest ultimately on the particular and unigusgchological qualities of
individuals” (Jones, 1991, p. 92). According to 88111991), there are two rival
structural theories; structural-consensus theowy stnuctural-conflict theory.
Social conflict theories are so-called becausetli@m, there is an inherent
conflict of interest between its “haves” and “havats” in an unequal society
(Jones, 1991). Society as a structure of inequahty influence of advantages

on behaviour is explained as:

Where advantages are unequally distributed, theacitgs of the
advantaged to choose how to behave are much gteéarethose of the
disadvantaged (Jones, 1991, p. 96).

Therefore, “social conflict theory” differs from wsensus theory not only

because it is interested in the way an unequatildigion of advantage in a
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society structures behaviour but also differs bseait is interested in the
conflict, not the consensus, inherent in such &egp¢Jones, 1991). Comparing
the two theories, he says, “The best known kindcohsensus theory is
Functionalism. The best known kind of conflict theas Marxist theory”

(Jones, 1991, p. 98). According to Denzin and Lim¢®998) Marxism is not a
theory but a criticism and they quote from Guegs assert critical theories are

reflective:

Critical theories differ epistemologically in esiahways from theories in
the natural sciences. Theories in natural scieneéoljectifying’; critical
theories are ‘reflective’ (Guess, 1999). And Mamj it is called criticism
and not theory, or it is interpreted politicallys a disguised version of

Marxism, or humanism (1998, p. 12).

3.9 Conclusion

The researcher’s worldview in this research belaiogghe critical paradigm.
This research seeks to analyse and interpret faéoreship between certain
bank-lending decisions and unequal income/wealstridution in Sri Lanka.
And because Marxian critical theories primarily dpd the data collection
process this case study research shares the gsialftboth the descriptive and
explanatory type of case study research. Althowgtlysng multiple cases could
go beyond optimizing understanding towards a neanemlization, the
researcher prefers to be more subjective in hisrpnétations of the research

outcome.

This research topic is not just a phenomenon otlystii broadly covers

contextual conditions and relies on multiple sosroéevidence. This research
shares some characteristics of critical/radicatl\stibecause it adds a political
agenda of exposing inequitable, unjust influenced aocial systems. This
research is a critical research conducted in #ld 6f accounting using the case
study research approach/methodology. This methgdmb approach is

illustrated in the Figure 3-2 below showing the esssh paradigm, the

theoretical framework and lenses used within trse cdudy research approach.
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Critical Paradigm

Marxian perspective; the lenses

Case study research
approach/methodology

Interviews, Questionnaires
Story building

In-depth investigation

Interpretatior
and Theorization

Empirical field:Banking industry in Sri Lanka
Research questio®o credit mechanisms and
income/wealth inequality create a mutually
reinforcing cyclein Sri Lankan society?

Unit of analysisCredit Mechanism

Figure 3-2: Lenses of the research and applicatioof case study approach

Source: Compiled by the author
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CHAPTER FOUR

4 RESEARCH METHODS

4.1 Introduction

When effective systems are in place for any prqdéssoutcome is considered
as more reliable or trustworthy. Systems are tceate more effective when
appropriate methods are followed with proper proces. Smith and Hodkinson
(2005) point out that, “no special epistemic pegé can be attached to any

particular method or set of methods” (p. 917) beitinsist that:

If the proper procedures are applied, the subjéietv (e.g. opinions,
ideologies) of the knowing subject would be corisgd and the knower
could thereby gain an accurate and objective depidaif reality. Those
researchers who adhered to method would therelsepssin contrast to
all others, what one might call the well-polishedr@sian mirror of the
mind (p. 916).

This chapter describes the specific research mstrsab-methods, procedures
techniques and tools employed in this case studgareh. The research
methods used in this research share charactergdtiosth the explanatory and
descriptive type case study research methods bedhese case studies not
only describe but also explain the credit mechanisi8ri Lanka and explore

the motives behind the decision made.

This chapter consists of seven sections. Firsgxflains how the research
guestions were articulated. The second sectionaamgplhow the research
participants were selected and educated in thisarel, and third section
concerns how the cases were selected. The fourtiosedescribes data
collection methods and interviewing techniques. @ha&a-gathering process of
this research was carried out by employing multimpkthods: a combination of
filling out questionnaires, interviewing, reconstiion of research participants’

own experiences and observation of events and decuanalysis. Fifthly, it
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discusses the data-description processes outlihengresentation framework of
case study research reports, which are present€thapter six. Sixth section
explains the data analysis strategies employelisirésearch. “Story building”/
“narrative analysis” (Reisseman, 1993) and “relymgy theoretical premise”
(Yin, 2003) were the primary strategies used faladmnalysis of these case-
study “stories”. Finally, it discusses and elabesabn the interpretation and

theorization process of the research outcome.

Each one of the seven sections discussed in thégpteh starts with an
introductory paragraph to provide an overview dfedent methods and views
relevant to the subject matter to provide a baakgdoto explain why and how
the particular method, sub-method or technique prastically employed in this
case study research. Also relevant theories aed athen justifying the

selection of method, strategy or technique.

4.2 Articulating the research questions from a real-wold problem

Often, it is the researcher’s insight and expeeetiat directs the researcher
towards a problem that needs to be researched 4€L2005). However,
figuring out a problem depends on the ontological epistemological stance of
the researcher therefore, the chosen paradigm bedretical perspective
provided the necessary guidance to identify thgestiproblem of this research;
how and why the credit mechanism contributes tonme and wealth inequality.
The preliminary investigation into literature prded evidence to form the
foundation to make initial assumptions on which thsearch questions were
articulated. O’Leary says that “extending beyondurycown workplace
experiences are problems tied to broader societaigal agendas” (p. 29) and
suggests five steps to clarify the issues. Theareker followed these five steps
as described below to articulate the research igmssfrom the real-world

problems reviewed in the preliminary investigatamnfollows:
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1. What is the topic?The financial problems faced by entrepreneurs and
their connection to accounting technology, unempleyt and

inequality.

2. What is the contextBanking industry and credit system in Sri Lanka

from a critical accounting perspective.

3. What is the goal of the researchd@@ optimize understanding of the
credit mechanism and its link to exploitation, aacting and

income/wealth inequality in Sri Lanka.

4. What is the nature of the questioli?hat methods (how) do credit

decision-makers follow and why?

5. Are there any potential relationships that couldelplored?Loanable
money translates into social power and, social poweurn influences
credit systems that ensure more access to crediettain groups of
applicants. Relationship between access to credd aocial power.

Relationship between accounting technology andiedetisions.

4.3 Selection of participants and cases

Access to data seems as an obstacle but is aatnitéot of doing research
(Feldman, Bell, & Berger, 2003). Many scholars sdréhe hardships that the
researchers undergo in obtaining access to prigeganizations, especially
banks as this could expose motives of certain plverdividuals (Lee, 2000).
Buchanaret al. (cited in Feldmaret al, 2003). recommend a pragmatic, almost

opportunistic approach to fieldwork in organizas@and assert that;

Research access has become more difficult to gbfainat least two
reasons. ... We have been denied in some caseberdyse someone else
got there first, second, as the economic climasehiegome harsher, in the
private and public sectors, managers increasiregy that they and their
staff have little time to devote to non-productiseademic research
activities. (1988, p. 55).
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Therefore, as Feldmaret al. (2003) noticed, obtaining access through
friendships has become more common in organizdti@msgarch where these
barriers exist for researchers. The case studyirsitdved in this research is a
banking organisation in Sri Lanka. Banks, as the&amlians of public funds, are
expected to maintain utmost faith and confidertiatind therefore, they are
protected by laws and regulations with regard toulding customer
information. Therefore, the researcher followed trecommendation of
Feldmanet al. (2003) obtaining access through friendships and alsonhde

use of his past banking experience as well.

4.3.1 Number of cases

The cases considered in this research are abaouakygedit applications and
decision-making processes practised in a commebank in Sri Lanka. The

number of cases studied was determined using\hecfiteria below:

1. Credit decision-making processes followed; formabcpdures and

informal approaches.

2. Size of the credit applicant; small and mediumdize

enterprise/entrepreneurship.

3. Outcome of credit decisions made; credit was grhated denied/not

granted.

4. Hierarchical level of the decision-makers involvezjy management and

medium-level management.

5. Type of the credit applicant: powerful/capable &apits and
powerless/poor applicants.

At least two cases were necessary to represerftvineriteria outlined above
concurrently and/or separately. However, aftengahrough the cases reported
by the research participants, an additional case ewmsidered because it is

about manufacturing motor vehicles in Sri Lankapam substitution, saving
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foreign exchange, nationalism, patriotism and mtitg the country from being
a dumping ground for used cars, etc. Also, thi® gasvides strong support to
Marxian critical analysis of the cases. Therefatejs concluded that a
maximum of three cases would be selected on thengsexplained in section
4.3.3.

4.3.2 Selection of participants

The participants of this research are senior bdfigeos having more than 20
years’ banking experience. They were invited totip@ate entirely on a
voluntary basis after it was explained that theeaesh findings would be
helpful: a) to expose the weaknesses of the egidtmance capital mobility
system; b) to provide an insight to policy formolst in promoting potential
entrepreneurs; and c) to accelerate the economigaiment of Sri Lanka, in

the final analysis.

As for the questionnaires, initially nine seniomkaofficers were contacted
twice over the phone during the month of June 200§ather basic information
about lending cases where they were involved iraware of the decision-
making process. While conversations with two pgréints lasted for about 20
to 30 minutes on each occasion, the conversatioils the other seven
participants lasted only about 10 to 12 minutese Tho participants, who
showed much interest and who were willing to reealtl share their banking
experiences with the researcher, were selectetiegsseemed have adequate
information on the credit decisions that they wgog to talk about. The other
seven participants had similar experiences but tggyeared busy and their
recall was vague and, because only three casesneeded in this research,
they were considered only for cross-checking fauaacy of data provided by

the other participants.

4.3.3 Selection of cases

Three credit decisions were revealed by two padicis. Two medium-size

credit applicants, who were socially connected, leeh handled directly by the
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Chairperson of the bank and credits had been gtarilee other small-size
credit applicant had been handled by middle managemOne case was
developed mainly by reconstructing the research@nve personal experience
supported by the comments of other research paatics. Two cases were
adequate to cover the five criteria discussed alaometo enfold the scope of
this research. But a supplementary case was adledb@mnus because of its
interesting nature, to enhance the enthusiasm ef résearch and, more

importantly, it could provide more empirical eviden
The cases reported are summarized in the follotéhlg, Table 4-1.

Table 4-1: Summary of the characteristics of the s

Participants: Researcher Participant 1 Participant 2
Methods: Reconstruction Questionnaire Questionnaire
of experience and interviews and interviews

Decision maker

The Chairperson CaselV
Casel Casell
(Not chosen)

Middle Management Caselll

According to O’Leary (2004), the selection of casegenerally done through a
strategic process. Three successful credit apgita{Cases |, Il and IV) were
handled by the Chairperson and only Cases | aneeie considered for this
research because participants had hands-on expendth them. Case IV was
not considered because considering another typas® would not increase the
rigor of the research but instead would increaga danecessarily. Case lll, a
differently treated credit application, had beenndiad by middle-level
decision-makers and was considered for the reseawmhthat balanced
representation is fulfilled according to the fivelextion criteria discussed
above. These selecting factors are summarizedbie®a2 below.
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All three credit applications, which have been ddeed for this inquiry, are
typical in nature in the Sri Lankan context as axgd in the next chapter and

therefore represent the general credit cultureiih&ka.

Table 4-2: Five conditional criteria covered by thecases selected

Cases Casel Casell Caselll
Criteria
Level of the Chairperson v v
Decision-Maker

Middle v
Decision-making Formal v
Process

Informal v N N
Size of the Medium v N
applicant

Small v
Nature of the Influential v v
applicant

Not influential &

Credit granted N N
Accommodation i i

Credit denied &

According to O’Leary (2005), “a prerequisite to alse selection should be
access” (p. 78). The researcher and the partiggsad substantial access to all
the cases considered and they also complied witteljoes suggested by

various scholars. The main points are:

(a) representation for typical examples of credit agpion and approval;
(b) relevance and interesting nature;
(c) link to the Marxian critical theories and accougtin

(d) nature of decision-making process adopted;
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(e) representation of both small and medium-size cegafilications;
() publicity given by the media;

(9) politically topical and interesting;

(h) practical reasons; connected to researcher’s owkphace; and
(i) purposiveness; enable to make particular arguments.

All three cases are from one large private bankprinately owned banks, the
major shareholders are heavily involved in day-#g-aperations unlike in
state-owned banks. This bank enjoys approximagslypercent (8-9%) of the
market (customer deposits/assets) of the commebaaking sector in Sri
Lanka, which accounts for approximately thirty marc(41%) of the private

commercial banking market.

The research participants were in constant toudih wie researcher until
completion of the case study research reports, wthiey volunteered to do so
showing strong support towards this research. Tganizing and conducting of
interviews, and probing participants’ memories frtme past five to 10 years,
etc., were challenges. However, the overwhelmimgpstt from participants is

commendable.

4.4 Data collection methods

Max (2001) identifies five main methods of qualitat data collection
(research); observation, interviewing, ethnographfield work, discourse
analysis, and textual analysis. According to Magrthod is a set of techniques
that could be used in researching any group orakaeitting. However, some
sociologists, (for example, O’Leary, 2004) haveniifeed discourse and textual
analysis only as qualitative data analysis strategand not as “research

methods”.

Among these methods of data collection, observatiderviewing and textual

analysis stand undisputed for social research. €fbey, the major data
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collecting methods used in this research are imeting supported by
document analysis wherever applicable. Interviewagahnique applied in this
research is informal-unstructured which facilitate®ss-questioning in the

process. These methods explained in detail ingeiog sections.

4.4.1 Reconstruction of research participants’ own expeence

Reconstruction of direct observations and eventmnriecting with personal
experience” (Wolcott, 1994, p. 44) were the primsoyrces of data collection
in this research. A set of guidelines provided byawdord and others
(Crawford, Kippax, Onyx, Gault & Benton, 1992, citéen Stephenson &
Papadopoulos, 2006, p. 58) was followed to docurttentife experiences of
the participants. For example, according to Cradvfer al., writing memories
means “...writing a memory of a particular episodgiam or event in the third
person in as much detail as is possible ... butowit importing interpretation,

explanation or biography” (2006, p. 58).

The researcher has over 25 years’ experience fraditimg to financial
management across industries such as manufactugangice industries and
banking in Sri Lanka and other countries since 198&h over nine years’
banking experience from 1994 to 2003, the researichd the opportunity to
observe, as a regular participant at board meetofgthe Soft Bank, the
decision-making procedures at the highest levalaxfision-making authority.
The other participants had been in banks througtioeir careers and held
various positions from Teller to Chief Manager, &dfe level position. The
other colleagues/interviewees (peer scholars,vielbankers and accountants)
were contacted where necessary for cross-checkidgediability checking (see
Table 4.1).

4.4.2 Interviewing techniques

The interviews were guided primarily by questiomeaiTiming and places of

interviews were predetermined and initial preparatior interviews included
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making the interviewee comfortable, checking onrtheods and attitudes and

ensuring maximum freedom from any superior infleend any, or bias

(negative or positive). The following techniques revefollowed to ensure

comfortable atmosphere for colleagues/interviewees.

The talking times were carefully selected to aveisotion-charged

situations.

As the researcher is well known to the interviewpessonal contact

elements were kept to a minimum.

Preliminary friendly overtures were made and mowdse noted before
getting into the subject. If there was any senséegh that the
interviewees were not in a relaxed state (i.e. lgy@ositive or negative)

s/he was contacted at a different time.

Most interviews were conducted at weekends whey Were free from

stress and any adverse influences.

Continuous refinements were made when interviewass on incidents
from previous interviews and therefore, saturagp@mnt was gradually

reached as repetition occurred.

All 20 respondents, including the two research ipg@dnts, were
enthusiastic because: they were participating gfulgesearch with a
prestigious university in New Zealand; researchdifigs would be
shared with them; and participation in future reskawas also

discussed.

4.4.3 Data sources

Data collection was done through both primary aedosdary sources. The

primary sources are the main participants, inclgdime researcher, for each

case study and also include cross-referencing fsarticipants and colleagues

for further explanations on each others’ case etomt data analysis and
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interpretation stages. Secondary data mainly considocuments and records
analysis and the sources include central bank gatibns, legislations and
enactments, directives issued by regulatory autbsricirculars and policy
manuals of the subject bank, annual reports, manege reports such as
corporate plans and treasury reports, researchrtsegmublished by stock
brokering companies and rating reports publishedding agencies such as
Capital Intelligence and FITCH, Newspapers and rniaga articles and

personal communications. Research data for coomptpublished by

Transparency International was helpful in develgpine background chapter,
Chapter five.

4.4.4 Data-collecting process

Data collection was carried out for three caseistuthrough reconstruction of
the participants’ own experiences (the researchet @vo other research
participants) and those of 18 other colleagues.t Tinakes total of 20
interviewees. All of them were contacted over tldepghone, web based
teleconferencing, internet chats, e-mails and alrtgianswers to questions via
e-mails. The research participants, including teeearcher himself, were the
account managers for the identified cases and tiequate data to build stories
of the cases. These interviews were one-to-one ersations with multiple
sessions. There are several advantages of haviewyigws over the phone or
via e-mail and internet chat over face-to-faceringavs (Krathwohl, 2009). The
main advantage of e-mail interviews is that traipgsrare readily available
because they are in writing. E-mail interviewingo@é a certain level of
discomfort when discussing sensitive or controerisisues such as those in
this research; it avoids spontaneous responsesmaoles respondents to be
consistent in answering. As with questionnairealldws the interviewees more

time to prepare as questions can be given in aégvanc

It is noted that the views expressed by the paditis were likely to be biased
given that they knew the way in which their viewsuM be used. However, it

is an important ethical consideration that theyusthd®we informed about the aim
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of the research before the study and also the mécof the research after

completion of the study (see Appendix 2: Particidaformation Sheet).

Preliminary interviews with nine bankers lasteddbout 10-30 minutes each in
June 2006, the researcher exchanged a few e-nmadlhad several internet
chats and several telephone conversations with plagticipants and
colleagues/interviewees. Based on the questiormaind the answers provided,
two lengthy interviews were conducted (35-45 misuteach) with the
participants. Cross-checking with the other 18eamjues/interviewees was as
short as five to 10 minutes but they were condudtednultiple sessions.
Responses to the questionnaires were used maimdguelop case-descriptions
(they are now stored as anonymous). Interviewsa#sminternet chats and
secondary sources were used basically to fill tqesglink events and incidents
towards building the stories, ensure accuracy.llitlzose responses were used
in the stage of in-depth analysis to find answerhidw and why questions
reliably.

4.45 Saturation

The interview data was incorporated into the anslgg building links between
events, tracing commonalities, patterns and relakigps or/and posing critical
guestions towards theorization, for example: “Whas tecision made for
personal gratification?” After managing the threedit-client accounts for
more than five years, a lot of data was generateldtlae volume was adequate
to achieve saturation point. Further clarificaoand verifications in the
analytical stage were helpful in reaching saturafimint. Saturation of data
collection was further ensured after obtaining petedent feedback from the

reviewers and the participants at presentatiom®woference papers.

4.4.6 Primary data collection: when, by whom, how and tavhat extent
After conducting preliminary interviews with nineaikers in June 2006, the
descriptive-type questionnaire (Appendix 1) togetheith “Participant

Information Sheet” (Appendix 2) was sent to thei @imail in July 2006. Two
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participants responded in detail about their exgrexes on three credit decisions
by the end of August 2006. The researcher exchaagedv e-mails and had
several internet chats and short telephone conensa with these two
participants during the months of September andoli@t 2006. These
communications were helpful in designing the anedyitype questionnaire
(Appendix 3) for in-depth investigation with no testions imposed on the
length of their answers. They were encouraged sordee in detail, as much as
possible, the series of events and incidents they thad observed and/or
experienced. They responded, with detail, evendspaocedures that they had
observed during the period of 1994 to 2004 withardgo the credit decision to
which they were referring. Since, these data weowiged by e-mails, cross-
guestions were posed repetitively by return mhiptaigh internet chats and via
phone calls and most of them had answered prondptiiyng the three-month
period from September to November 2006. Draft chgdy stories were sent to
the participants in mid-December 2006 and requestguiovide feedback as to
their opinions in relation to the research topithe" role of bank lending in
sustaining income/wealth inequality in Sri Lank@heir feedback was received

within one to two weeks, by the end of December6200

The data provided by the participants through qoesaires, e-mails and
internet-chats on Case Ill was nearly 4,000 wortiElwhas been transcribed to
five single spaced pages under appropriate headiflgs participant who
reported on Case Il provided another five pagedaté which also consists of
4,000 words. Even for Case IV (not considered)e oithem provided another
five pages of single-spaced data which accountedriother 3,500 words. All
these data had been received by the end of Dece2d0ér. In the meantime,
with regard to Case |, the researcher reconstrutgegdersonal experience on a
credit-decision made by the Chairperson in the €97 by using the same
guestionnaires. Further primary data were collettedugh other interviewees
and, that provided another 5,000 words of data. thik e-mails total
approximately 600 words. Therefore, primary textadavailable for this
research is over 16,000 words (16,260 words in &@4b8) in addition to the
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data collected through telephone interviews anerirgt chats (a total of more
than 300 minutes). The data-collection techniquewleyed, their timing,
nature and the amount of data collected are surmethin Table 4-3 below

separately for different participants and cases.
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Table 4-3: Primary data collection techniques & tining, nature & amount of data collected from different participants

TECHNIQUES Initial Telephone Descriptive Series of Short Interviews (ii) Analytical type Further
Interview type : Questionnaire Feedback
ITEM (i) Questionnaire E-mails  Chats Phone (2) Phone/e-mail
() (iii)
When June 2006 July-August 2006 September 2006 Octdbeember 2006 December 2006
Casel 3 Calls
Amount N/A 650 words 13 Once 45 minutes 3700 words 100 words
of data:  Casell 2 calls
Approx- 25 Minutes 680 words 14 Twice 35 minutes 2400 words 150 words
|l\rlr(1)ate of Caselll 4 calls
Minutes/ 26 Minutes 530 words 12 Twice 45 minutes 2800 words 200 words
Words
Cross-checking; 105 Minutes 250 words 41 Nil 30 calls 3200 words 800 words
All cases 62 minutes
Background Basic information Friendly chat with the view to design the Analytical and Verifications/
Nature of data |nformat|_on of Fhe on parfuupants’ analytical type questionnaire to ok_Jtaln explanatory qlata_l of the Cross-
bank/credit applicant, ~experience on ‘more explanations on the credit credit application, checking/reliabilit
nature of involvement credit decisions decisions and to obtain critical analyticalpproach, negotiation and y checks
of the participant considered data through cross-questioning decision-making
Total Duration (7 months) / One month Two months One month Two months One Month
156 Minutes 2110 words 600 words 137 Minutes 12,100 words 1,050 words

Words (16,260 words)
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4.4.7 Secondary data collection

Secondary data covered different sources and prdwsdund understanding to
design questionnaires and prepare for interviewsth@ other hand, secondary
data helped to validate certain primary data predity the participants while
learning about major events, technical detailgpohisal development and main
organizational players and their roles. They alsppsrted exploration of

responses during e-mail exchange, internet-chatsra@rviews.

Publications of the Central Bank of Sri Lanka sashannual reports, Sri Lanka
socio-economic data, quarterly research reportspaess releases from 1995 to
2008 were referred to to gather data relating gulegory directions, income
distribution, employment levels, and SME developtmen Sri Lanka.
Legislation and enactments such as the Banking1l888 and the Securities
Exchange Act 1989 provided supporting data to waddidcertain restrictions
imposed by the directives issued by regulatory @ities on the issues such as
single-borrower limit, liquidity requirements, c#gli adequacy requirements

and shareholding restrictions.

Internal circulars and policy manuals issued duting period from 1995 to
2003 of the subject bank provided data with regtvdcredit-evaluation
processes, credit approval authority levels andgatares relating to bad loans
and provisioning. Annual reports of the subjectibtor the years from 1994 to
2007 provided data in relation to liquidity positjocapital structure and
profitability. Management reports such as corpopéns for 1998 and 2003,
budgets for the period from 1998 to 2005, cash fetatements and treasury
reports provided data on efficiency and effectianef operations and solvency
status of the bank as well as of the credit appt&zaMarket statistics from
1999, 2000 and 2003 published by the Colombo Stex&hange, research
reports published by stock brokering companiesratidg reports published by
rating agencies such as Capital Intelligence affdCHI provided data on the
performance of the subject bank. Newspapers andhnvagy articles provided

data on publicity given for the credit decisionddaso post-event/research
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performance of the credit applicants and the bafke World Bank
Development Reports of 1987, 1995 and 2005 and \therld Bank
Development Indicators Database of The World Baekevalso used. Scholarly
research publications such dfe West and the Rest in the International
Economic Order, Poverty Reports of 19p@blished by the United Nations
Development Program provided valuable informatRasearch data relating to
corruption levels of various nations published lre tCorruption Perception
Index of 2006 and 2007 by Transparence Interndtimese helpful. Personal
communications with fellow professionals were ubetugather data on the
financial situation of the credit applicants. Daghtained through personal
communication are mainly financial data of the @ragplicants which were not

publicly available.

The gathering processes of the above-mentionedndacp data and their
sources and uses are summarized in the followirgeT4-4: Secondary data

and their sources and uses.
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4. Secondary data and their sources and uses

3ILITY World-wide Sri Lanka Organizational Personal
Web sites Official publications, websites, Regulatory publications Telephone conversations
Data bases newspapers, Research reports  |nternal documents E mails
Research reports Regulatory directives
io( 1995-2008 1997-2008 1994-2004 1997-2008
lat Development- economics Development economical, Legal  Public; Annual reports Financial statements
Poverty and regulatory information Confidential; policy Project proposals
Corruption Stock market and rating manuals and circulars
performances
Analysis of income Analysis on inequality and Understanding policy Understand and assess po
distribution and unemployment procedures Support primary data
inequality Understand legal and regulatory  Assess liquidity, solvency
requirements and activity levels
Share prices
sed i Chapters Il & V Chapters II, V, & VI Chapters VI &8V Chapters VI,VII&VIII

92



Chapfe Research Methods

4.4.8 Record-keeping and storing data

All the answers and descriptions provided by theigpants via e-mail have
been printed and kept as hard copies anonymoulsty dfaft logically-arranged
“chain of evidences” (Yin, 2003, p. 105) develodeain the case study data
base were sent back to the participants for vatifim and they were returned
with minor amendments. No special software was s&0® to store or analyze

data.

The names used in this case study reports arédidiand the most common
rationale is that “when the case study is on arowstsial topic, anonymity
serves to protect the real case and its real gaatits” (Yin, 2003, p. 158). But
maintaining anonymity makes the mechanics of commgothe case difficult,
and also some important background information twatbe eliminated (Yin,
2003). Also the original documents were permaneteleted after taking prints
of the texts, (after building case stories and detmy analysis and
interpretation) which are now anonymous, to ensheeconfidentiality of the

participants.

Wolcott (1994), in his DAI formula, insists that seiption, analysis and
interpretation should be well balanced in a quagainquiry. However he says,
“[N]o single combination can be regarded as bestjsia researcher required to

include all three” (p. 49).

4.5 Data description

Data description is the first part in Wolcott's DAdrmula. He identifies a
number of ways to organize and present the deseigéection of a qualitative
inquiry and insists that, “qualitative researchewsed to be story tellers”
(Wolcott, 1994, p. 17). The most appropriate metfardstory telling” is “plot

and characters” because “individuals and socio&gioles are central to a
study, the researcher may proceed as through gtagitety” (Wolcott, 1994, p.
20). Polkinghorne (1987 cited in Czarniawska, 2084ys that “plot” is the

basic means that brings all the events and incdetd one meaningful whole.
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In this staging process, first, main charactersiatr®duced, then the story is
presented following a sequential and/or a logicdleq whenever appropriate.
This analytical framework provides the linking manism to build the stories

more logically and to depict a more meaningful ymietof the case under study.

The following procedure was followed to build these-study stories. First the
background information of main actors of the casegrovided. Then the
negotiation process between the bank and the berrasv explained. This
process is presented as a logically arranged dfawents, based on the project
proposals forwarded by clients (borrowers). Thdwe tesearcher reports the
decisions made, with the extent of credit fac#itagproved, paving the way for
an in-depth analysis and, for a brainstorming ezerd¢owards theoretical

discussion.

After providing background information on Sri Lanka a separate chapter,
each case study report is organized and presenthds@parate subheading as

follows:

(a) the background of the case;

(b) the credit proposal;

(c) the negotiation process;

(d) the decisions made; and

(e) the logical analysis of how and why the decisioesenmade.

An example of this linking exercise of evidencenfrdata to case-study story is

provided in the Appendix 4 for the case-study I.

In the meantime, every attempt was made to keepabe study reports as brief
as possible while providing relevant and essermah which are sufficient
enough to understand the basis for analysis anerpirgtation. The data
collection and analysis are iterative with a foons'story building” (Reissman,
1993). The case study reports were repeatedly atalid through inter-rater

reliability checks with the participants and cofjeas to improve the credibility
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of the reports. Therefore, data description in cdgdy stories presented in the

narrative form is part and parcel of the data aialgrocess as well.

4.6 Data analysis

Data analysis methods for quantitative and qualgatata follow distinct
strategies. They are known as statistical anadysisthematic analysis. O’Leary

(2004) explains these methods as follows:

» Statistical analysis — can be descriptive (to surimaathe data), to
inferential (to draw conclusions that extend beytreimmediate data)

* Thematic analysis — can include analysis of womis)cepts, literary
devices, and/or non-verbal cues. Includes contistourse, narrative,
and conversation analysis; semiotics; hermenegius;grounded theory
techniques (p. 11).

Thematic analysis is the data analysis method egqipk to this research.
“[NJarrative analysis” or narrative mode of knowigigolkinghorne, 1987) also
referred to as the paradigmatic mode of knowingufr, 1986, cited in
Czarniawska, 2004) is the primary analytical stpptemployed in this data
analysis because first, as Llewellyn (1999) claifrgrrating is a mode of
thinking and persuading that is as legitimate dsutaing” (p. 220); secondly,
as Czarniawska points out, “the narrative mode nbvwkng consists in
organizing experience with the help of a schemearasy the intentionality of
human action” (2004, p. 7); and also Bruner asgbds “narrative’ in Latin
probably comes frongnarus (‘knowing’)” (1986, cited in Czarniawska, 2004,
p. 16).

Further, Llewellyn (1999) insists that, “...narv&s can be explanatory but,
more significantly, for accounting and managemesgearch, narratives can
make some stronger research claims than calculagsearch” (Llewellyn,
1999, p. 220).
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4.6.1 Narrative approach leads to story building

The primary analyzing techniques applied withinstmarrative analyzing
strategy are “story building” (Reissman, 1993) atietn “fleshing out”

(Wolcott, 1994, p.21). The “cross-case synthesysii,(2003, p. 109) technique
was also appropriately applied because this relsdara multiple case study

research.

As Wolcott (1994) suggests, the narrative technigoeld be used as “a
fleshing out process of the analytical framewoikt thuided the data collection”
(p. 21). Therefore, the following questions wersed to develop an analytical
framework for those stories in Chapter seven ineord provide for more

plausible and credible (Hammersley, 1992) integdieh in Chapter eight:

(a) How did the borrowers approach the decision-matktise bank?
(b) How and why did the decision-makers accommodatieny credit?
(c) How was the transaction concluded?

(d) Why were those decisions concluded in that manner?

This analytical process supports to build the casestories and therefore, in
this case study research the data description ata ahalysis activities are
complementarily linked together.

4.6.2 Theoretical propositions, rival explanations and cae description

According to Yin (2003), there are three strategieailable for analyzing case
study data; “relying on theoretical propositions®hinking about rival

explanations” and; “developing a case descriptigpp. 112-114). These
strategies are not mutually exclusive in appligatidlowever, “thinking about
rival explanations” is not employed here because ficus is on Marxian
critical interpretation. Therefore, the other twtvagegies are appropriately

followed in analyzing data in this research, ada&rpd in the next section.

Yin (2003) suggests that, “the first and most prefé strategy is to follow the
theoretical propositions that led to your case yty@. 111). The theoretical
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propositions in this research are derived fromNaexian concept of the credit
mechanism. Further, Wolcott (1994) advises “if ttye(r theories) works for

you as a starting place, use it...let theories gyidu...” (p. 402). Therefore,

neo-Marxian critical theory was selected to guide tesearcher in analyzing
and interpreting the research questions, as jegdtifn the preceding chapters.
However, Wolcott (1994) further insists that “ifetiurn to theory (theories)
does not help, then story telling is a good placstart, and good story telling is
a great way to start” (p. 402). Therefore, the @atalysis methods used in this
research provide a strong foundation for data pmétation by presenting the

data in a form of story telling supported by theioead guidance.

According to Hooper (2001), “searching for themesvhich may be linked to a
theoretical proposition” (p. 6) is the primary aoffjee of this story telling. This
objective is achieved by organizing the data to rgmea “linking logic”
(Hooper, 2001). Therefore, this story-building stire was designed for logical
data analysis and discussion, in order to lay theerpl foundation and, as a
“rehearsal for interpretation” (Hooper, 2001) topkxn, how and why those
decisions were made. Then possible root causesrantides were critically
examined towards theorization using qualitativeidiyl techniques such as:
collaborative evidence such as explanations andrprdgtations from the

research participants, and inter-rater reliabgdtecks (Schutt, 2001).

4.7 Reliability/credibility and validity/conformability

Reliability of data in qualitative data primarilgpends on the rigour applied by
the researcher. A triangulation of various datdecting methods was employed
to link the events and incidents reported by thetigpants towards story
building. O’Leary (2004) suggests an additionaliéatbr that can be used to
assess credibility in change-oriented researchefllisess”. If a research
objective is to expose an inequitable/unjust sitmatthen a measure of success
or credibility will be how useful the research autee is in proposing a remedy.
Therefore, considering the seriousness of the relsgaoblem in this study, it

would be appropriate to claim that the credibilitfythis research outcome is
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high because the “usefulness” of the findings isstantial in exposing certain

inequitable social mechanisms.

All preventive and remedial measures were followedensure the reliability
and validity of data collected in this researcle o$ pre-tested questionnaires;
improving question order, format and removal of ppp@priate questions
including “biasing”, “negative”, and “double barteuestions (Krathwohl,
2009) life event calendars (to assist in avoidingmmry loss); continuous
improvement of cross-checking techniques and oinigiprompt feedback.
Extensive efforts were made to maintain interviewathusiasm and a letter of

participation was promised.

4.7.1 Verification process to ensure reliability of data

Reliability of data is significantly enhanced byettriangulation of data from
multiple cases. The main characters of the casay sstories are the four
decision-makers (the Chairperson in respect of £€as® Il and the Branch
Manager, Recovery Manager and Chief Recovery Manageespect of the

third case) and the three credit applicants theraselTony, Yousef and Silva.

The Chairperson was personally observed by thearelser for nine years.
Tony’s account was handled by the researcher foryars and the researcher
had the opportunity of sitting with the board ofetffony Group as the

representative of the Soft Bank during those twarge

Tony, of Case I, has been in business for more ®faryears. Tony was
frequently interviewed in the media for his contitibn to the nation as the one
of the largest foreign exchange earners and emmayngenerators in Sri
Lanka. As such, there is extensive public infororatiavailable through
independent media; therefore these reports ardadleliif Tony’s identity is

revealed.

Yousef, of Case Il, and his automobile manufacturusinesses had wide

publicity in Sri Lanka. There were numerous newdicl®s about his
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automobiles and his business plans. The reseanaseable to contact Yousef's
accountant for verification of projections as wels actual performance.
Officers of the Registrar of Motor Vehicles werentacted to verify certain

assertions made by research participants and meuiats.

In fact, most of the information analysed in tresearch where the Chairperson
is involved as the decision-maker is freely avdédab the general public of Sri

Lanka.

The credit managers of all credit applicants wé@dughly involved in this
research. The researcher made the maximum effoltso$ing appropriate

times, place etc.) possible to minimize bias ardetfiects of superior influence.

Silva (Case lll) cannot be contacted as he wasnnmaisiness but the researcher
managed to contact all other players: the Branchadar, the Credit Manager,

Recovery Manager (1) and the Senior Recovery Mandbe

The researcher had constant contact with his aplles (contemporary fellow
bankers and accountants) and made use of thatl sati@ork to gather very

pertinent, confidential and useful data.

An analysis of all the interviewees at initial, degtive and analytical data

collection stages is given in the Table 4.1 below:

Table 4-5: Number of interviewees

Participants Colleagued/interviewees Total
Data collection stage
Case descriptions 3 12 15
Analysis 3 18 21
Saturation 3 16 19
Total 3 18 21
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4.7.2 Ensuring external validity/generalisability

External validity refers to the generalisability sfudy findings to other
situations while internal validity refers to how Mine study provides evidence
for the causal process investigated. In any stthibre is a trade-off between
internal validity and external validity (Krathwot#009). Although studies with
large representative samples have high externalityalthey may suffer from
low internal validity. On the other hand, singleseastudies with thick
descriptions (Geertz, 1973) have high internaldigli Internal validity is high
in this research as it discusses processes, pat@rd relationships in an
organization with three case studies. However ethgges of case studies may
lack external validity. In the present study, thesearcher attempted to
maximize both internal validity and external vahdiby studying a

representative bank with three representative cases

Table 4.4 below shows the level of representatiserd the credit applicants in
Sri Lankan enterprise financing through bank loarse Soft Bank typically
represents the private commercial banking sectoelalsorated in Table 4.5
below. All appropriate, relevant and stringent nueas were taken to ensure the

validity of this research. These were as follows:

A sample of initial contact persons was selectecetiect a cross-section of the
banking culture in Sri Lanka. Extremes were avoided
* Not too young or too old (from 42 to 62 years of)ag

« From different levels of decision-making (senioiddie and front;
branch manager, credit manager);

» Different levels of qualifications—professionalsrpqualified and
experienced;

» Different departments — large and medium creditagament, loans in
the recoveries department and branch level craxlit;

* No relatives, friends or connected parties of aeylit applicants and
credit decision-makers.
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4.7.2.1 Representation of the cases

Twelve common characteristics of credit applicantse tested to assess the
representativeness of the three credit applicanidiex] in this research as
tabulated in Table 4.2 below. All the bank officemntacted for this assessment
have had branch manager positions in various péattge country. They were of
the view that ordinary credit applicants face peof with collateral, rigid
credit evaluation rules and lack of support froroamtants with regard to the
accessibility, affordability and availability of exdit. Also they agree that
medium and large credit applicants are beyond thethority and are mostly
accommodated with extra effort by the senior ofice&Customer get-togethers
are common in all Sri Lankan banks and all respotslagree that only large
and medium sized clients are invited to such femsti Representation is ranked
as high, average and low compared with other cegajiticants the respondents

had been aware of for the last 10-20 years.
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Table 4-6: An assessment of representation of Sriankan credit applicants

in general by the credit applicants considered

Level of representation

Tony Yusef Silva
Characteristic
Legal form of the Average; with 2-5 High; with 1-3 private High; sole
business entity private companies companies proprietorship
Ownership High; with 80% with High; with 80% with High; with 100%
owner-manager owner-manager with owner-manager
Credit amount Low; US$4 million is Average; with High; with
involved too large US$500,000 US$20,000
Type of business High; labour Low; car manufacturing High; labour
intensive in Sri Lanka intensive
Employment Low (exceptionally High High
generation high generation)
National interest High  with  large High with unique import High  with  high
exports substitution employment
Number of banks Low (many banks) High (a few banks) High (only drzenk)
involved
Problems with High Average High
collaterals

Bank’s authority Average with senior Average with senior High with middle

level involved management management management
Informal approach High High High

by the applicant

Informal methods by High High Average

the decision-makers

Success in credit High High Low
approval

Source Compiled by the author through annual reportsiatetviews

Ranking high and average on most characteristidas, evident that the three

cases selected represent the SME sector in SrisLimndreneral.

102



Chapfe Research Methods

4.7.2.2 Representation of the Soft Bank

Sri Lanka has a total of 22 commercial banks egudistributed between

domestic and foreign (11 banks each) and, out ofddrhestic banks, nine

private domestic banks, including the Soft Banlarsi0 percent of all banking
business while the two state-owned banks sharefggfcent in terms of branch
distribution and approximately 41.1 percent in d8{s loans, assets and
turnover in 2004 as well. That leaves only 2.5 petof banking business to all
of 11 foreign bank branches (The Central Bank ofL8nka, 2008). The Soft

Bank alone enjoyed a 8-9 percent of market sha?@®@4.

Sri Lankan commercial banking business distributien condensed and

compared with the Soft Bank in the following Tall8.

Table 4-7: Distribution of market share of commercal banking industry in

Sri Lanka in 2004 (percentages are given in parengdses)

State banks Domestic Foreign Total The Soft
private banks Bank

Item banks

Number of 778 (57.5) 535 (40) 39 (2.5) 1352 110 (8)
Branches

Assets 576 (56.2) 423 (41.1) 29 (2.7) 1028 88.5 (8.6)
LKR billions

Source CBSL, 2008

A set of common characteristics were tested tdoshathe representativeness
of the Soft Bank compared to other domestic privag@ks which share 41
percent of the banking business in Sri Lanka. Iiblda4.4, fourteen such
characteristics were tested with interviewees tsess the level of
representativeness of the Soft Bank in the Sri hanfrivate banking sector.
The representation level is indicated by Yes/Higherage/Likely/Medium and

No/Low. The banks numbered as 1-5 represent ligegately owned
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commercial banks, number 5 being the Soft Bankramdber 6 comprises all

other small/unlisted/private commercial banks.

Table 4-8: An assessment of representation of prit& banks in Sri Lankan
compared to the Soft Bank

Level of representation

Bank 1 2 3 4 5 6
Characteristic
A few large shareholders Yes Likely  Yes Yes Yes Yes
Large number of High Likely  High Likely High Low
shareholders
Large shareholders interfere Yes Likely  Yes Likely Yes Yes

in decision-making

Bureaucratic management Yes Yes Yes Yes Yes Yes
style
Rigid management policies Yes Yes Yes Yes Yes Yes

and procedures

Regulated closely by CBSL  Yes Yes Yes Yes Yes Yes

The external auditors are Yes Yes Yes Yes Yes Average
from Big Four audit firms

Positive perception of Medium High High High Low N/A
investors; Measured by the

PE ratio

Branches are distributed all Yes Yes Yes Yes Yes No

over the island

Catering to the same market Yes Yes Likely Likely Yes Likely

Similar deposit base Yes High High High Yes Average
structure

Catering to corporate clients Average High Average Average Average Low

Level of non- performing High Low Medium  Low High Medium
loans

Level of similarity in High High High High High Average

transaction processing
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Source Compiled by the author through annual reportsiatetviews

In addition to the above characteristics, they alsare similar features such as:
management hierarchy comprising of 15 levels (leme¢ being the lowest
grade for drivers and peons and level 15 beingGkeeral Manager/ Chief
Executive Officer); very similar levels of decistomaking authority assigned to
each grade, similar salaries and perks pertaimingath grade, same levels of
capital adequacy and liquidity and similar physiappearance of head offices
and branch offices. Also, according to intervieweheugh the Chairpersons of
other banks (private or state owned) do not exer@secutive powers,
directions are commonly given by Chairpersons todgement and when this

is done credit is granted in most cases.

Given the evidence for commonalities and the pasterbserved in the three
cases and, based on the 12 and 14 characterestiesl tfor representation of the
cases and the Soft Bank respectively, the researalgues that certain
relationships are common in the Sri Lankan banlsegtor. Therefore, this
research demonstrates nature of the credit cutitke Soft Bank which may
be taken as a representative bank within the m@riv@nking industry in Sri
Lanka. Hence, though the original aim of the redeawas not really to
generalise the findings to claim a credit cultupplecable to Sri Lanka, this
representativeness encouraged the researcher ¢oaptiseory that the credit

culture of the Soft Bank may be replicated in otBer_ankan private banks.

4.8 Interpretation and theorization

As emphasized by Stake (2005) this research toodeagned primarily “to
optimize understanding of the case rather thareteealize beyond it” (p. 443).
Further, Bailey (2007) asserts that regardless@fanalytical strategy applied,
the goal of a research study remains as “to uraleistexperiences and
meanings attached to them” (p. 175). According toley (2007), creativity
plays a very important role in interpreting data dorgensen (1989) advises the

researcher to imagine saying that, “use your imet@n! The analysis of data
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leading to discovery requires creativity” (p. 1liéed in Bailey, 2007, p. 175).
Therefore, interpretation is seen in a more attistinse rather than a scientific
exercise in qualitative research. Bude (2004) $lagt interpretation is an art,
“to dealing with ambiguities, handling limitationand mixing separate

components” (p. 321).

4.8.1 Inductive generalization and abductive inferencingleasoning

Bude (2004) promotes abductive inferencing/reagpasa more artistic way of

interpretation, quoting from Charles Sanders P€it889-1914) as follows:

Charles Sanders Peirce, in his famous methodology‘abductive

inferencing” saw a way beyond inductive securitygeheralization and
deductive certainty of derivation: deduction provémat, for logical

reasons, something must be the case; induction mgtrates that there is
empirical evidence that something is truly so; attidm, by contrast,
merely supposes that something might be the casieerefore abandons
the solid ground of prediction and testing in orttemtroduce a new idea

or to understand a new phenomenon (p. 322).

The strategies applied for the analysis of reseatata provide necessary
background to think about data and, “this is stemgthe way to building up
ideas and theories” (Coffey & Atkinson, 1996, p9L3The widely accepted
polar-opposite logics for interpreting researchadate inductive generalization
and deductive derivation. Hooper (2001) says, Hilogophically, it is argued,
inductive and deductive methods cannot be combifed4). In this light, it is

worth noting the comments of Coffey and Atkinsontlo@se two logics:

Inductivism is based on the presumption that, lawgeneralizations can
be developed from the accumulation of observatiam$ cases that the
close inspection of ever more data can be madevisat regularities. The
polar opposite—a strict adherence to deductivecypies—...is founded
on the assertion that empirical research can beal usdy to test

theories...Neither of the polar types is satisfiagcto informing the actual
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generation of ideas...One needs to break freeeo$titait-jackets imposed
by conventional logic (1996, p. 155-156).

Much interpretation of this research relies on @tk generalizations
especially in explaining the how questions and, also on abductive
inferencing/reasoning especially in explaining mostthe why questions.
Therefore, the researcher first identifies a paldic phenomenon; a surprising
or anomalous finding, then tries to relate thatrgmeenon to broader concepts.
Abductive inference/reasoning suggests to go beybaddata themselves and
the researcher should not have to be restrictefit thbemselves into existing
ideas. Therefore, abductive inference is more apmte for qualitative
inquiry--an open-minded intellectual approach isnmally advocated (Kelle,
1995D, cited in Coffey & Atkinson, 1996). Howevérne inductive approach is
more applicable to answeh6w' questions when the conclusions can be

generalized from empirical evidence.

4.8.2 Subjectivism, objectivism, constructivism and critcism

In explaining interpretation, Umberto Eco (1990ygests that:

To interpret means to react to the text of the evorlto the world of a text
by producing other texts...The problem is not tallemge the old idea that
the world is a text which can be interpreted, latiter to decide whether it

has a fixed meaning, many possible meanings, oz aoall (p. 23).

However, Czarniawska (2004) says “explanation i®rofset in contrast to
interpretation ... but all inquiry asks both ‘whides this text say? And ‘how
come?’ ” (p. 63). Czarniawska classifies theseeddiit schools of thought
concerning the modes of explanations or interptainto three groups:
Subjectivists (voluntarists), Objectivists (detemisis) and Constructivists. She
says that subjectivism is the “most traditional wafy explaining texts...by
deducing the intentions of the authors...comes freading Bible, Talmud or
Koran as authored by God” (p. 63). In contrast, singgests “the meaning of a

text is neither to be ‘found’ nor ‘created’ fromthing; it is constructed anew
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from what already exists” (Czarniawska, 2004, p. 8@t she agrees that “there
are great many excellent explanations of subjestivénd objectivists type” (p.
69).

On the other hand, the democratic nature of ing&tation is well accepted,
appreciated and consciously applied and this thieateperspective is often
called critical Marxism (Sherman, 1995). This reshds about social injustice.
Therefore, critical interpretation is deemed maqpprapriate in interpreting the

outcome of this research as explained in the fotigvgection.

4.8.3 Interpretation of social injustice

The interpretations provided by the modern crititadorists (for example,
Allahar, 2004; De Brunhoff, 2003; Faulks, 1999; &bu2002; Grayet al,

1996; Lapavistas, 1994; 1997; 2000; 2003; M. Modi@97; Neimark, 1995;
Saad-Filho, 2003; Passe-Smith, 2003; Tinker & Gr2903; Tinker, 1980;
1999) based on Marxian theories provide strongaméwork for explaining

social injustice.

It is worth noting Czarniawska’s arguments on diseng knowledge: “The

task of critical social sciences — and thereforeriical reading — is to unmask
interests that underlie the enterprise of knowle@tgbermas, 1972)” (2004, p.
66). Czarniawska argues that the Marxist theoryintérpretation, which is

based on “dialectical criticism” (Jameson, 1981Jpés not analyze isolated
works; each work is but a part of a wider histdrisguation, and so is each
reading. A dialectical criticism seeks to unmask gurface ... to reach the

depth of the concrete historical ideology...” (f).6

In line with this argument, because this researcbhlpm is a part and parcel of
the problems of the Third World hegemonic-econosystems (see Saad-Filho,
2003) and because it is a part of a wider histbriteology, the socio-economic
issues, especially in the Third World which canbet “isolated” from the
present-day globalized world economy (see Robin2894; Goulet, 2002;
Perelman, 2003) the Marxian interpretations arer@gpgately employed in
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explaining the research findings. As (House, 20€&)s, “there are political
reasons why qualitative studies were viewed asstdgective and illegitimate.

Ultimately, it has to do with social justice” (p044) or injustice.

4.8.4 Theoretical framework

According to Llewellyn’s “differential realities”this research study overlaps
mainly structural and cultural realities becauséje” structural world is
dependent upon human activity — it is not self mibat” (2007, p. 60). The
realities which the researcher attempts to discaret explain are not “the
mental world” because, the research findings ateprnigate to the researcher
and they do exist outside human minds. The Marxemalysis and
interpretations used in this research are not ddgkoMarxian “objectivist
explanations” or “constructivist-subjectivist claimbecause, as Smith and
Hodkinson (2005) point out “the subject-object daral of empiricism is
untenable” (p. 915) and “there is no possibilitytted objective stance or view —
often called the ‘God’s eye’ point of view” (p. 91 Therefore, as Bude (2004)
suggests, the more appropriate method of undeis@ride outcome of this
research is “abductive inferencing or reasoningedns] ‘something might be
the case’” (p. 322) as opposed to deductive deoivavhere somethingustbe
the case. But this abductive inferencing is wefigrted by inductive reasoning
wherever possible and applicable which “demongtr#itat there is empirical

evidence that something is truly so” (p. 322).

The purpose of this case study research is “to Idpva form of cultural
criticism revealing power dynamics within sociabarultural texts” (Kincheloe
& McLaren, 2005, p. 311). According to Hooper (2R0the purpose of a case
study may be to develop a theory or test a themryse a theory to critically
analyze phenomena” (p. 6). This research is prlyndasigned to use Marxian

theories to critically analyze the credit mechanisr8ri Lanka.
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CHAPTER FIVE

5 BACKGROUND: SRI LANKA

5.1 Introduction

This chapter provides information about Sri Lankal s people--the socio-
cultural, economic and political background of dase studies discussed in this
research. Changes in socio-cultural values, beéef$ habits of a society are
strongly intertwined with the historical developneof the economic and

political systems within it.

Sri Lanka covers 65,610 square kilometres. The ladipn was 3.5 million a
century ago in 1901 and 20 million in 2007. Thisytisland has characterized
its nationality differently in the midst of numeminvasions from the South, the
East and the West. This information is useful idenstanding the significance
of the role played by such invasions and colorsetiin influencing the
lifestyle of its people. The chapter proceedst fingtlining briefly the political
history of the island. Second, it explains how éhehanges in governance
influenced the socio-cultural habits and valuesLahkan society especially
with regard to decision-making methods and monetsygtems. It also

compares the inequality status of Sri Lanka withbgl inequality.

5.2 History

Sri Lanka has been ruled by more than 200 Kingsest#3 B.C. In 1815 Sri
Lanka became a colony of Great Britain. Beginnintha land-based capitalist
structure after gaining independence in 1948 Smkhka followed mixed

economic policies of both capitalism and socialigml977, a capitalist-centred
(right-wing) government revolutionized Sri Lankaolipcs, marking the end of

the state-centred economic system. Stimulated by ldhd World Bank
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initiatives, public enterprises were seen as ecanoburdens and the

government sought a more competitive market enmiiemt and privatization.

5.2.1 Currency, mortgages and money-interest in medievdimes

According to Siriweera (2004), medieval literatueders tokahavanua kind of
currency used by villagers to pay for ghee, veniand lime and coins have
been found at sites in the city of Anuradhapurdayers datable to a period
around 100 B.C. People have deposited their moaeynterest returns and,
even borrowed money against their assets and ptedest similar to present-
day mortgages. Siriweera states that,

...currency was deposited in guilds in expectatbra return in interest

payment and there were instances of obtaining eoyréans on interest

(poli) by individuals on trust or by mortgagekgg of movable or
immovable property (2004, p. 214).

5.2.2 Ceylon under British rule (1796-1948)

On 2 March 1815, a convention was held at Kandy betwten British
governors and the chiefs representing the peopléthen) Ceylon. Ceylon
acquired a typical colonial export economy supmyihe world market with a
few primary products and importing consumer gooBsitish governors
revolutionized the economy of Sri Lanka by introehgcan export-oriented
agriculture-centred economy. Sri Lanka soon becavodd renowned for
producing drinking tea, brand-named Ceylon Tea. Bankan society
transformed dramatically embracing Western custantspractices and classes
started replacing castes with the power of moneay land capital. The next
section describes these changes briefly. Betwe@&b Bd 1915 the Ceylon
economy had grown rapidly and major contribution swaom exports
(Jayawardena, 1972). As a result of these cagtiialilustrial developments, the
educated peasant villagers not only got a break fagricultural work but also
had an opportunity to break through into the urbedimiddle-class pattern of
living (Jayawardena, 1972). During this time radlisocial movements too

started raising their heads, apart from moderat®ema movements and anti-
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Christian campaigns. The Donoughmore reforms wamemented and a State
Council was elected under universal suffrage in11@8political event which
marked a significant breakthrough by the Ceylonesildle class into

parliamentary politics (Jayawardena, 1972).

5.2.3 Voting rights and Marxist influence

Sri Lanka was the first Asian electorate to enjbg benefits of universal
suffrage just after two years after Britain andy2@rs ahead of India (M U De
Silva & Wriggins, 1988). Meanwhile, British-educdtMarxist political leaders
also appeared, challenged the conservative lab@anzations and took over
the leadership of urban labour in the mid 1930tseyrbecame popular not only
among the urban working class but also among tred farmers who found a
similarity between Buddhism and Marxism. This destates a marked
difference between Hindu beliefs and Buddhist lieleecause, in India Marxist
ideology was rejected by the masses as Max Webipdains:

a religious ordinary peasant who abides by presdritvaditions, never

demands over-pay, never deceives as to quality.aadong as the karma

doctrine was unshaken, revolutionary ideas or @sglvism were
inconceivable (Webber, 1958, p. 123).

According to Jayawardena (2000), the economic iagtiof Sri Lankan
capitalists during the focentury was mildly entrepreneurial. She says B,
Lanka like other Third World countries, was neitldrolly capitalist nor feudal
but comprised features of both because developméntapitalism is an
“unfinished business”. Therefore, as in many caenithe Sri Lankan
bourgeoisie was a kind of colonial type of cap#taind a class dependent on
protection and opportunities provided by the cabstate (Jayawardena, 2000).
According to Jayawardena, this double-headed ctasstly imitated the ruling
British including embracing Christianity but impaiséheir power on the general
public as in the medieval king-ship era and showdlihgness to help others
by sponsoring social and religious activities whiohturn rewarded them by
other means such as access to resources withoypetition and honorary

recognitions. She explains this situation as foiow
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Sri Lankan bourgeoisie was the product of colofidetn of capitalist
production it was an appendage of imperialism, @eddent as opposed to
an independent class...[their] life styles weretathie of a feudal
aristocracy and land owning gentry, and acts ofapttiropy and the
funding of social and religious causes (which braugwards...) further
enhanced the prestige and status of the classided@na, 2000, p. ix).

The next section explains the post-colonial socioremic and political

background of Sri Lanka after gaining its indeperdeon 4 February 1948.

5.2.4 Post-colonial administration after independence ir1948

Sri Lanka has doubled its multi-ethnic populatior20 million during the past
50 years after gaining independence, surpassingpalgtion density of 320
persons per square kilometre by 2007 (The Cemitalligence Agency, 2007).
The ethnic conflict and the terrorist activitiesl ® migration and the majority
of such migrants are Tamils the representation bickvis now only 3.9%.

There are two principal languages used, Sinhal%)7and Tamil (25%). Most
of the world’s great religions are practised wikle tmajority of people being
Buddhists (69.1%) and others consisting of Musling%, Hindu 7.1%,

Christian 6.2%, unspecified 10% (Amnesty Internadip 1993).

Sri Lanka was awarded its independence in 1948 owithmuch of the

bloodshed experienced in India. The governmentstexlefollowed mixed

economic policies of capitalism (open market sy$tamd socialism (centrally
planned system). Beginning with a feudal-capitafistucture (land-owning

capitalist structure) in the 1950s, it embracedcpes of a planned economy in
the 1960s and then it made a revolutionary chaog®ellow market-oriented

growth policies in the mid 1970s with restrictians off-shore capital transfers,
and some import taxes. After practising open magoenomic policies for 29
years, Sri Lanka improved its GNP per capita fro8$250 in 1977 to

US$4,700 in 2006 in spite of a 20-year civil wadanbloody insurrection of
“Marxist” youth in the South from 1987-89. On bathcasions Sri Lanka lost
more than 100,000 lives (Amnesty International,3)99
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The whole Third World including Sri Lanka is striigg to improve their living
standards, infrastructure facilities and comfoxtels. However, the statistics
and analysis below show that most of those coumttiave not shown
satisfactory progress, either in their developnaativities or their social well-
being when compared to that of developed natioherd are various theories
which have been presented to explain this situafibis research also attempts
to explore the possible root-causes for this sqmiablem with a view to assist

the policy-makers of developing countries to finsiodution.

5.3 Impact of invasions and transformation

The ancient system in Lanka was such that the Wag supreme, and his
autocratic power was controlled only by custom apdhe fear of assassination
(Codrington, 1926). The administration of justicasan the hands of the chiefs
and headmen, all of whom had the power of inflgtslight punishments and
fines. The king alone had the power of life andtdeand the Great Court
consisting of the principal chiefs could only impasuch punishments as were
within the competence of the Adigars (ministerd);important matters were

referred to the king.

Traditionally, Sri Lankans with their Buddhist-Himdculture are scared of
wrongdoing and wrong thinking because of theirdfslinkarmic repercussion
either in the present life or even in other livéeradeath. The primary feature
of Sri Lankan culture was a self-sufficient agrtaul lifestyle based on non-
violence and mutual cooperation (De Silva, 1997cdkding to (Endagama,
1997) the ancient Sri Lankan people did not hawtbeeithe habit or the
necessity to save money because of their simmstjile. However, she says
that from the 18 century onwards the political, social, economaadi cultural
environment started changing because of the araf/&uropeans. When the
Portuguese arrived in 1505, the whole island ofL8nka had been ruled as a
kingdom. This crown-based administration system badn deeply rooted
according to the traditional socio-economic valogSri Lankan culture for 20

centuries, since 483 B.C. The sovereign-authoffitthe King was a harmless
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dictatorship and the people had the faith and datiea that the King would
protect their customs and values which were stgofigked to the prevailing

unwritten traditions (Codrington, 1926).

5.3.1 Early signs of informal methods

However, changes started appearing in the coastalsawhere preferential
terms were followed by the rulers towards Europeams$ converted Lankans
especially under the monopolistic nature of tragletie Portuguese and the
Dutch. Also, according to Codrington (1926), thenHgan Court never
observed any treaty obligation. Codrington say$ thany articles haveeen
published on the iniquities and unjust approactiekePortuguese. Corruption
and discrimination prevailed in all departmentsh@ administration therefore,
the Sinhala chose to abide by their own laws atrtbeting at Malwana in 1597.
Codrington further states that:

Under the old government the chiefs had a wholesfaae of the king,

who, if a strong ruler, suffered no tyrant but haffisunder the Portuguese

every lord of a village, every petty headman, asslimowers which
would not have been tolerated before (1926, p..160)

For example, the cinnamon peelers (the people wiiaet cinnamon from
cinnamon trees) rose against their headmen, but waibdued, punished and
deprived of many privileges (Jayawardena, 2000).aBgystem of rules the
Dutch also kept a tight control of all sectionstbé people in the area. The
people needed permission to start their tradesimnoduction of strict price
control of products in addition to moral supervisiby the puritanical Dutch
rulers (De Silva, 1997) would have paved the waythe people to exploit

informal means to carry out their business in noan@petitive manner.

The grievances of the people in general were mkmes were imposed for
failure of their children to attend school; thetmaltion of chenas or low jungle
periodically cleared and sown was wrongfully mongea by the headmen.
Watubadda,a tax on certain gardens was introduced. The oionapeelers

complained of unjust treatment by their headmendartteavy taxation. In this
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regard, De Silva quotes from the writings of Franan Reverend Trinidade and
Jesuit Reverend Kerose and says that:
The implementation of the orders to maintain the énd order was not
successful because the Portuguese bureaucratemt level had been
corrupt to some extent. They neglected the dirastioom the Portuguese
Governor as well as from the provincial King. Theople in these areas
lost the faith on the Portuguese administrationtte; matters related to
justice, because they had realized that the burauere out of control.

Proper investigation was not carried out for thenptaints made by the
people against corruption (De Silva, 1997, p. 11.7-8

With regard to British mercantilism, according taydwardena, trade came
under rigid mercantilist control and restricted ‘igences”. Codrington says
that,
it must be remembered that the worst enemies ofitlager often were
his own fellow-countrymen; th¥idanes were as bad as any Portuguese
village lord, and the Lascarins in 1636 actuallayed for Portuguese
instead of SinhalaMudaliyars and Arachchs, a prayer curiously

reminiscent of a similar request by the people atd¢ in 1815 (1926, p.
157).

5.3.2 Development of corruption

This situation created a lot of pressure and unaesbng the people in the
coastal areas and the evils such as corruptionrimiation and favouritism

had gained more recognition than law, order anticgisAccording to De Silva,

(1997) this is a critical factor for the Portugu@sédosing the battle against the
King with the new arrivals of Dutch. Another facttinat worked against
Portuguese in winning the hearts of the people tivais “by-force” conversion

policy imposed on Buddhists and Hindus. Under thh&a kingdom system

every citizen was entitled to and owned a piecelaoid. But Portuguese
Governors disregarded this rule and confiscatedslaand transferred them to
affluent people and government bureaucrats (Cotnmd 960).

They rented these lands to ordinary people forivailon on a crop-sharing
basis called thande system (Chandraprema, 1997; M U De Silva & Wnggi
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1988). A system of official shares offered for goweent service was
administered objectively under the Sinhala kingdsystem, but this system
was abandoned by the Portuguese governors andedllthve official share to
pass to the next generation making them officiahews of those lands over
time. Therefore, a powerful class, irrespectiVecaste, had been created as
land owners without any service to the governmerihe people. On the other
hand De Silva says, quoting from a Portuguese wRtéeru, that “bureaucrats
had the power to deliver even death punishmenhtacaused without a proper

trial” (p. 118) which was the right of only the Kjrbefore.

Rich people from castes suchkarawa (fishermen)and Salagamé#cinnamon
peelers), who are considered as lower castes ceaparthe castes of farmers
and King's administrators, converted to Cathotitiand obtained positions in
the administration. Ordinary people shifted theiittf from law, order and
justice to bribes, favouritism and cronyism. THedtyles started changing from

peasant, non-violent mutual cooporation towardsrpnising competition.

An increase of corruption in the state bureaucra@g discussed by several
scholars (for example,Liyanage, 1997; Ponnambaltd80; Ratnapala, 1986;
Srathchandra, 1982)) during the centre-left (smtigentred) governance of “a
curse of seven years” from 1970 to 1977. The peiaeptowards the
government was such that, the people elected thet edpposite right-wing
(capitalist-centered) United National Party (UNByegrnment with a historical
landslide victory of 80 percent of the seats inghdiament in the 1977 general
election. But the criticism is worse for corruptias well as deterioration of the
socio-cultural value system (The Central Bank ofL&inka, 2008) during the
17 years of right-wing liberal economic governamdd@ch was defeated again
decisively by the people in 1994 and the impacush that the UNP has not

won a single election for the last 16 years.

5.3.3 Interpretation of traditional methods

However, it is important to recognise methods saslbribes differently from

traditional methods of greeting the superiors by wbdekumor presents which
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were given in public on appointment. The King reeeli these presents also at
the New Year, at those festivals the chiefs bemafits well, receiving presents
from all the minor headmen whose turn of officeyoldsted for a year. The

system still continues in the Kandyan temples.

5.3.4 Monetary system

There was a popular credit system which prevaitedsii Lanka known as
Seettu;pooling of money by a group of people and eachsakeéurn to enjoy
the total amount of money, the order of turn takivas determined by a lottery
system. If anyone was in urgent need of money ke¢stuld demand a turn
offering a discount which was distributed propartite to the contribution to

the pool. It is similar to zero-coupon bond whére interest is paid up-front.

The first bank in Ceylon was established in 184fhdiee, 1863). By 2003, Sri
Lanka had 22 commercial banks; 11 local and 1ligarbanks. Out of 11 local
banks the two state banks dominated the bankingsingl with a 60 percent
market share. Out of nine private commercial bamdsy listed banks in the
Colombo Stock Exchange accounted for another 34epérof the banking
market. There were nearly 1300 bank branches dicksfall over the island
with around 500 automated teller machines (ATM)gTentral Bank of Sri
Lanka, 2008). ATMs were introduced as early as 18&8vever, according to
the Governor of the Central Bank of Sri Lanka, itifermal money market still
accounted for approximately 30-40% of the total myomarket operations of
Sri Lanka (The Island, 1999).

5.4 Bank supervision regulatory framework in Sri Lanka

The Central Bank of Sri Lanka (CBSL) confirms teeimational standards in
their regulatory framework. The banking regulatbmework consists of the
Banking Act No. 30 of 1988 and its amendments, atives, circulars and
Guidelines issued by the Bank Supervision departroE®€BSL based on the
standards set by the Basel Agreement to maintaatthye balance sheet for

banks. The Bank Supervision Department of the @emank of Sri Lanka
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monitors compliance with regulatory and statut@guirements in force at any
time and attempt further strengthening the regajattmmework to meet the
new developments and challenges in the bankingisaad the changes in the
international regulatory standards. They moniton, @ regular basis, the
statutory requirements such as: ownership structapital adequacy; single
borrower exposure; interest recognition; provisignfor bad loans; corporate
governance; and timely publication of Financial Res The Financial

Intelligence Unit of CBSL monitors compliance withquirements arising out
of the legislation on Anti Money Laundering, Pretren of Terrorist Financing,

and Financial Transaction Reporting Acts.

The regulation and supervision of licensed banksrirLanka are governed by a
number of enactments, legislation and supervisagsures. The primary such

Acts are listed below:

1. Monetary Law Act No. 58 of 1949;

2. The Banking Act No.30 of 1988 and Banking (Amendtrjefxct No. 33
of 1995, Banking (Amendment ) Act No. 46 of 2006l &vo. 15 of
2006;

3. Exchange Control Act No. 24 of 1953 and its amenus)e

4. Payment and Settlement Systems Act No. 28 of 2808;

5. Financial Transactions Reporting Act No. 6 of 2006.

The laws empower the Central Bank to implemenfdhewing:

1. Grant approval for the establishing and closinpaniks, branches and
other business outlets of banks;

2. lIssue prudential directions, determinations an@éistb banks, under
statutes;

3. Conduct off-site and on-site examination of baralsj

4. The enforcement of regulatory actions and the wtigwl of weak banks.

For these purposes, the Central Bank has requesteld banks appoint a

suitable senior staff member as a Compliance Qffidewever, all banks need
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to file Compliance Reports on a monthly and qugrteasis and it is mandatory
for the CEO of the bank to sign such Compliancedrisp

Minimum entry capital requirement: In 2005, the Central Bank increased the
minimum entry capital requirement for Licensed Coencial Banks to Rs.
2,500 million (from Rs.500 million) and for Licer$eSpecialised Banks to
Rs.1,500 million (from Rs.200 million) (DirectioNo 2, 2007, The Central
Bank of Sri Lanka, 1988-2008).

External auditors: Recently the CBSL warned external auditors ofkdsarot to
be too lenient towards compliance requirements smggested that banks
should change their auditors every five years (@#c No. BS/38/90, The
Central Bank of Sri Lanka, 1988-2008). There aratequa number of
International audit firms present in Sri Lanka udihg the “big four”: KPMG,
Earnest & Young, PriceWaterhouse and Deloitte & chmu All private banks
have auditors with international reputations.

Non-performing loans Interest income is recognised strictly on a pentnce
basis and if a loan is not serviced for 90 daysdritexest is credited to a suspense
account and the account is transferred to non-peifig after 180 days. This
complies with the guidelines issued by the diredctfobank supervision, Central
Bank of Sri Lanka. Provisions are made for the engiosure after considering
possible recoveries from the forced sale valuesotihiterals (Direction No. 3 of
2008, The Central Bank of Sri Lanka, 1988-2008).

Capital adequacy The capital adequacy requirement is 8 percerit Wwier 1
capital requirement of 4 percent. Tier 1 capitahsists of total shareholders’
funds and preference shares and subordinatedrimestits such as debentures are
classified as part of Tier 2 capital. Assets ar@ited according to their risks as
stipulated by BASEL agreement in calculating thesi@®s (Direction No. 9 of
2007, The Central Bank of Sri Lanka, 1988-2008).

Liquidity: The liquid assets requirement is 20 percent of siefiabilities and

reported daily to the Bank Supervision departméiguid assets include all
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sovereign instruments and money market instrumapdst from cash in hand.
There is a minimum cash maintenance requiremen2 giercent of deposit
liabilities (The Central Bank of Sri Lanka, 198808)

Ownership restrictions: The Banking Act allows only 10% of shareholding by
a person or persons who are acting in concert Bdrking Act No. 30, 1988).
The Security Exchange Act in Sri Lanka restrictidimy shares by any single
shareholder to 5% in a company listed in the Colmr8kock Exchange (The
Securities Exchange Act, 1989). The banking achipits lending money to
purchase and/or grant advances against its owesbait the loophole exploited
by the Seylan Bank board of directors was thath#& beneficiaries are the
employees of the bank such purchases are exemmttfris requirement (C |
Rating, 2007).

The single borrower limit: A single borrower limit restricts banks to lend to a
single applicant 30% and for a group of companig¥ ®f Tier 1 capital of a
bank (Direction No. 7, The Central Bank of Sri Lan&988-2008).

The restriction imposed to limit the service periodof directors of banks:
CBSL introduced new rules concerniage and service periods af bank
Chairperson. The board of directors of the SeylamkBfought against the
CBSL, challenging this regulatory direction whigmiks the service period of
the directors of banks in Sri Lanka to 9 years. Thee was lost (Corporate
Governance Direction No. 11, The Central Bank oilL8nka, 1988-2008).

Corporate governance A document issued by CBSL specifies, among other
matters, the responsibilities of the Board, conmpmsiand the criteria to assess
the fitness and propriety of directors. The rolesklmirman and chief executive
officer have been separated and the board is esjtir have board committees
covering Audit, Human Resources and Remuneratiod anNomination
Committee and Integrated Risk Management Committ&eorporate
Governance Direction No. 11, The Central Bank oilL8nka, 1988-2008).
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5.5 Accounting profession in Sri Lanka

The Institute of Chartered Accountants of Sri LafikaASL) is the primary

accounting body in Sri Lanka. Also, there are othecounting professionals
who are members of international accounting bodiesh as the Chartered
Institute of Management Accountants (CIMA). The I8l1Ahas 3,602 members
according to the directory of members and firms 200here are 2,651
members in Sri Lanka, mostly employed in large niggtions while a few are
employed in medium-sized organisations. Another BtEimbers are overseas

scattered through 43 countries (The Institute oar&red Accountants of Sri
Lanka, 2009).
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CHAPTER SIX

6 CASE STUDIES; STORIES

6.1 Introduction

This chapter has two main sections. First, it pmesethe background
information to all three case studies considerethis research. This section
provides information about the lending instituti@amvolved; the bank, its
management style and operational aspects. It alswides information on
policies and regulations applicable in the bankingustry in Sri Lanka
supported by an industry outlook as well. The sdm@ttion deals with the case
studies and it provides the background informatbmorrowers with sections
on credit proposals, negotiation processes, dewsiénd outcomes of the

decisions. This presentation style is followed cstestly for all three cases.

6.2 Background

There was a terrorist attack in Colombo, the ChmteSri Lanka, in January
1996. The damage was heavy with a death toll ofentban 30 people and
casualties of more than 300 people. It caused sed@mage to the buildings
around, including the office of Mr. Perera who whe Chairperson of Soft
Bank, the banking arm of a large group of comparteswas hospitalized with

serious injuries to the left eye and eventuallydse the eye.

Mr. Perera (the Chairperson), in his late fifties,s a devoted Catholic, and the
most venerable priests came and prayed for hiterbspital. He was told that
“...Your duty for this world is not over; therefore tlBod has saved you to

serve the people more.”

The University of Sri Lanka recently awarded theai@erson with a Doctorate
for his contribution towards the business develamnoé the country. He was a

well recognized business tycoon having more thab démpanies under the
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name of Soft Group, and 10 of them had been listedhe Colombo Stock
Exchange. A leading business magazine named hitheaPersonality of the
Year in 1997. The Soft Group had more than 10,008p0leyees, US$80 million
of net assets and US$2 billion of total assets. $b& Bank accounted for

almost 50% of the assets base and one-third ofitikforce of the group.

6.2.1 The Soft Bank

While Mr. Perera was under clinical treatment inntdon, the General
Manager/Chief Executive Officer (CEO) of the Sotirlk had a clash with the
Board and he left the Bank together with almostial members of the senior
management team of the Soft Bank in June 1996 amdefd a new bank.
Further, more than 100 officers left the Soft Bamd joined the new bank in
September 1996. The dissidents, in canvassing r@adyl known customer
base, also launched adverse propaganda againSoth®&ank. The bank was
facing severe problems, losing staff, deposits@arsfomers simultaneously and
without a strong management team, in need of st@adership. As a result the
Chairperson had to be involved heavily in the dagy operations of the bank
and therefore, he suggested to the board that hdwmave weekly meetings
with the senior management of the bank to monitertrogress closely. He also
strengthened his power on the board by invitinggw foyal confidants (two
lawyers, an accountant and an IT specialist) otihéoboard of directors of the
Soft Bank.

6.2.1.1 The management style of the Soft Bank, pre-1996

Normally the full board meeting was held on the Fgday of the month when
all the board members participated and crucial si@es were made. It was
evident that the board/Chairperson approved onéy loposals (credit, re-
structuring of large facilities, new recruitmensgtaff promotions and capital
expenditure, etc) recommended by the then manaderémen there were
customer/staff complaints or requests for creditcilifees from the

Chairperson/directors, they were re-directed to agament, and the CEO had
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to report on those at the next board meeting. Phizess was followed to

avoid conflicts by giving due respect to the formigrarchical-authority.

6.2.1.2 The management style, 1996-1997

The new CEO was a very senior banker, in his |I@geahd demonstrated a very
democratic and consultative style of management.hbl@ no experience of
holding the “hot” seat before and showed laiss@zfigpe leadership qualities.
The Finance Manager, a qualified accountant, wampted to the position of
Chief Financial Officer (CFO), by the new managemém addition to the full
Board meeting, the Soft Bank started three moreklyeeview meetings, on
the other three Fridays of the month, for the Mtrnkg Recoveries and
Information Technology functions of the bank. Thaeevant senior officials
were summoned to these meetings whenever necesgaitg, the CEO and

CFO were invited for all three meetings.

It was the practice of the Chairperson to allocame time to handle customer
complaints, plights of potential customers and exemuests from the general
public. He always exhibited his customer-friendtjitades and often allowed
the customers to confront the bank officers operdgmetimes, causing

embarrassment to respective officers.

As the Chairperson of 100-plus companies, he usepve directions over the
telephone to the CEOs of those companies for spaedgmentations of his
decisions. He is so “liked” by his friends and ddahts, including his wife, on
the Board of Directors that no question is raisedirest his decisions; all

decisions were unanimously approved.

He once approved a proposal forwarded by one ofjftisp companies to buy
and implement a computer system for branch bankirnged at US$40 million,
without a proper investment appraisal. The IT cbiethe bank later revealed to
the researcher (personally) that the project neaere up and the bank was left
with a few computers, printers and outdated so#wa&he IT chief of the bank,

a Washington University PhD, who drew the secomghést emoluments in the
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bank with foreign trips and other perks, said “Wdhould we worry? His (the
Chairperson’s) car and his petrol, let him drivdaasas he can?” This IT expert

is now the IT chief of the General Bank of Sri Lank

Most of the support services such as catering,rég@nd printing, etc., were
diverted to group companies. The catering servias wovided by Russel’s
Catering Services owned and operated by Mr. Rwgselwas a relative of the
former CEO. Russel’s only customer was the SoftkBegad office. Spotting a
slight fault, Russel’s service was discontinued diverted to a group company
by the Chairperson. The justification of firingghmsmall businessman was that
infiltrators, especially from the former CEO ane thenior officers, could have
access to the back-office of the Soft Bank in thiéoum of Russel’s Catering. It

could be a threat to the Bank.

The Chairperson’s favourites were given rapid prboms, frequent and
substantial pay hikes, foreign trips and specialnuses, etc. These
developments caused unrest among the staff butdyatered to speak because
it was well known that the intelligence network tok Chairperson was very
effective, even conversations were tape-recorded amported to the
Chairperson immediately. The punishments incluéasierring personnel to
areas (called Siberia) where the “suspect” had xperise. Then they would
find faults; create reasons to fire those offiders‘incompetence”. It was also
common to observe that, if the staff member walsiémttial (or honest but not
loyal, or a crony but not honest), he/she is offesgbstantial compensation for
voluntary resignation. Therefore, the staff inchglthe top managerial officers

seems very “loyal”, dumb and blind to the Chairpefs decisions.

6.2.1.3 Compliance with banking regulations/standards

Strict compliance of the single-borrower limit peened the Soft Bank from
lending to sister companies in the Soft Group. Tairperson was not very
happy about this concept since most of the grouppamies paid significant
amounts of interest to other banks on their bomgwiand the process was not

reciprocal because none of the other banks opeestedpart of a group as the
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Soft Bank operates. He used to say in a lighten ¥kat, “the Rugger Ball
technique is the best strategy for these regulaWwes must do the best for us

and let the regulators chase behind us”.

The Soft Bank had obtained special approval froed@entral Bank Sri Lanka
for direct holding of 18 percent of its equity bdyetSoft Group. The Banking
Act allows only 10 percent of shareholding by asperor persons who are
acting in concert. But the Soft Bank had more th@rpercent of its ownership
with the Chairperson, his wife and a few comparoéshe Group, through
indirect holdings and employee share ownershipraelkewhich are allowed by
the Banking Act. This loophole is that the spegwrmission granted to
purchase shares of a bank by its employees byimgettists in the name of
employees called “Employee Share Ownership PlaBQE) but the ownership
is limited to five percent. Under normal circumsias banks cannot lend money
to purchase their own shares but ESOPs are exefmpuah restrictions.
Therefore, the Soft bank created six ESOP trustd @Bmt money at a
concessionary rate of interest to purchase its sivames, and each trust acquired
4.99 percent of ownership adding up to 29.9 peroéwtwvnership in total. The
present owners did not inject a single cent as oawital but it was a “smart”
way of using others’ money to acquire the contngllpower of an institution.
The directors of these ESOPs are their most loygdl@yees (such as relatives
and friends) and, in this way the Chairperson feetse powerful because he

looks after not only himself but his cronies aslwel

Under these circumstances Mr. Perera became tpowk#rful Chairperson of
the Soft Bank. One rating agency had reported ‘§THank’'s Chairperson, a
promoter shareholder, plays a disproportionatelydaole in running the Bank
and particularly in setting policy. The Group’sdkarecord in managing the

Bank has not been good so far”.

6.2.1.4 Financial outlook of the Soft Bank

The Soft Bank was very successful in marketingamst deposits and it had

some unique strengths. The bank was young (incatpdrin 1989) and had a
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young enthusiastic workforce, led by a prominergihessperson in the country,
backed by a large group. The advertising and pitplicampaign was
aggressive and the Soft Bank soon became a hodsedwwle all over the island.
It expanded rapidly, opening 100 branches durirgy fitst seven years. The
customer deposit base was three times of that df B&nhk, which was also
incorporated in 1989. It was the second largestapgi bank in terms of
customer deposits and assets and became the lpriyasé bank in terms of the

branches and number of employees by the end gfethie1996.

However, the profitability figures were poor, refpog its Return on Average
Assets (ROAA) as less than one percent and Cdactone (C/l) ratio as more
than 70 percent, which was the highest among m@il@nks listed in the
Colombo Stock Exchange. The amount of non-perfagmioans (NPL) had
risen to more than 20 percent of the total loat® Tentral Bank of Sri Lanka
severely warned the management several times addséiatime frames to
address the issues immediately. The Chairpersorfre@gsently summoned by
the Director of Bank Supervision of the CBSL to ntonprogress and reassure
the commitment of the management to compliance. lheirperson gradually
developed doubts on the efficacy of the systemgedisas the personnel of the
Bank.

The market price of the Soft Bank stock was alggpeoforming in par with the
industry average Price Earning (PE) ratio. Resespbrts on the Soft Bank,
published by most of the stockbrokers were advesite a recommendation to
“sell” or “hold”, because of poor financials wheongpared to the financials
published by the peer banks.

In 1995 the Soft bank had reported US$3.5 millidrafter tax profits. The
share had been trading with an average PE ratiseeén times, where the
industry had performed at 12 times. The Cost tonme ratio worsened from 70
percent in 1995, to 80 percent in 1996. The NPEllevas also in the high side
with 18 percent in 1995 and 20 percent in 1996, mamed to the industry
average of 14 percent, while the CAT bank repatiedoest NPL ratio of seven

132



Chapter 6: Case Studies; Stories

percent. The ROAA of the Soft Bank was one peraerit995, came down to
0.6 percent compared to the two percent of the MAfk--the international

average was reported as two percent.

The Capital Adequacy Ratio was reported as eightgme, just within the
regulatory requirement. The Soft Bank was expeir@na hard time with the
external auditors and the Bank Supervision Departroéthe Central Bank of
Sri Lanka with regard to the provisions to be mimebad loans. The provision
for bad debts, as a percentage of after-tax prafés 50 percent for the Soft
Bank whereas the industry average was only 10 pencel996. But the deposit
growth of the Soft Bank was reported to be the égghin the industry with 35
percent growth, from US$520 million to US$703 nailliduring the year 1996,
compared to the industry growth of 15 percent. Huét Bank achieved a
remarkable loan growth of more than 54 percentu@ty average loan growth
was 20 percent) in 1995 and 25 percent (industeysmge of 20 percent) in 1996
contributing to the total assets base growth ofpBcent compared to the

industry average of 15 percent.

The selling pressure on the Soft Bank share wasasgted by the adverse
rumors spread by the dissident group, who workedtlie new bank. This

situation pushed the share price further down.

6.2.1.5 Interest rate changes and the Government Policy

With the change of the Government in 1994 the CB&Lthe REPO rate (Re-
Purchase Offer rate similar to the OCR, (Officiads@ Rate in New Zealand)
and Reverse REPO rate frequently. This situatidecegd most of the banks
(with low Advance to Deposit ratio) which had intes their funds in

government securities. The REPO rate, which wasl&tpercent at the

beginning of the year 1995, was slashed frequeémtly@95 and 1996 to remain
at 10 percent at the end of the year 1996. Theadpbetween the REPO rate

and the Reverse REPO Rate also fell from threeepéto two percent.
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Sri Lanka had a very peculiar type of interest ratenario where the
Government Securities (GS) carried higher rateéstefest than the rate offered
by banks to the public for their deposits. Therefarost of the banks followed a
very conservative lending policy, comfortably pakitheir excess funds in
risk-free Treasury Bills and/or Treasury Bonds, andde an easy secured

spread.

This is because the GS (Treasury Bills/Bonds) vmerteeasily accessible to the
general public especially for small customers bseatlnere was a minimum
amount required for investment. Also the investmantl the liquidation

procedures were complicated so that ordinary custemonveniently opted for
the closest, friendliest branch of a bank and iteedheir money in deposit

products with a lower return.

6.2.1.6 The liquidity position of the Soft Bank

The Soft Bank had about US$100 million investedsiovernment Securities.
This amount is over and above the statutory liquidequirement. The Soft
Bank was highly liquid with an extraordinary growthcustomer deposit base
and had reported 34 percent of statutory liquidittyo as against the regulatory
requirement of 20 percent. This situation was regabto the Management by
the CFO and pointed out if the bank mobilized fuadshe present rate of
interest and invest in GS, without investing indséending, the bank would
make a negative gross spread (contribution) ofetlpercent on incremental
deposit funds. The Chairperson was critical of l#meding policy of the Soft

Bank and the regulatory requirements suchCagpital Adequacyand Single

Borrower Limit and approved the following two strategies to foplemented

immediately:

* To cut the interest rate offered by the Soft Baok deposits by three

percent.

* To introduce attractive loan products for aggresdaending, offering a

lower rate of interest.
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The CEO and the top management officials were weryous about reducing
the rate of interest for customer deposits, cithrag the Soft Bank would not be
competitive among the rival banks which were giflering the same rates
despite the official rate cut by the CBSL. The C@rned that there would be
a “run on the bank”. The Chairperson queried theradole limit of such a “run”

and instructed the CFO to monitor the deposit mammdaily and report if the

liquidity position of the Bank was in jeopardy.

On the other hand, the senior credit officials weseerely warned and assigned
with a massive task of achieving already increatsuling targets. The
marketing team was asked to make a presentatisome innovative lending
products after working with the advertising agentyhe Bank. The budget and
the cost-benefit analysis had to be vetted by th® @nd a quick time plan for
the launch had to be tabled at the next review imget

The Soft Bank lost deposits due to offering the detvinterest rates in the
market but the trend was not that alarming to tig@idity position. The

marketing team was very critical about the situatémmd warned, “Once you
lose a customer, it is very difficult to win thenadk.” One of the popular
arguments was: “We worked very hard to win thisteoeer base. The cost of
regaining them would be much more than the savirad tve get from the

reduced interest rate.”

However, it was surprising to note that all othemks followed suit and

reduced their interest rates for deposits, in sigight weeks’ time. The growth
rate of deposits of the Soft Bank too returned domal. The average interest
rate offered by the banks for one-year fixed depaas at 30 June 1996, was

12 percent. The Soft Bank reduced that to ninegménn August. In the middle

of August the average rate came down to 11 pertiesm, to 10.5 percent by the
end of the month and finally to nine percent by thied week of September
1996.
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6.3 Case Study I: Tony Group

6.3.1 Background

One Friday, while the Chairperson was conducting ohthe review meetings
of the Soft Bank, Mr. Tony, the owner of Tony Grougontacted the
Chairperson for an immediate appointment to dis@rssurgent matter. The
Chairperson immediately made arrangements for ekgueeting showing all

the respect due to another business tycoon ofainetiy.

Tony was adjudged the Entrepreneur of the Year 9851 His group had

accounted for a major share of textiles and garsnerports, which was the
largest foreign exchange earner of the island. Ttvey Group expanded very
fast, especially during the previous regime of Republican Government, with
huge loan facilities from the government-owned Isarflor the setting up of

factories in rural areas. The Tony Group had a wgopd reputation for

manufacturing garments for world-renowned brandéte IMarks & Spencer,

GAP, Van Hussein, and a few others. Those buyers l@d invested in high-
tech equipment and quality-control experts in ttoyl Group factories. The
Tony Group had been running smoothly. The totalbeixpmcome of Sri Lanka

was US$12,050 million in 1996, and the Textiles &rf@ents Sector accounted
for US$6,484 million which was more than 53 percehtthe total export

income of the country. The Tony Group accountedajgproximately US$200

million in the year 1996.

Tony arrived in 30 minutes with his team of profesals including the Finance
Director (experienced accountant) Financial Cotdrolchartered accountant),
Chief Operating Officer and three Joint Managingebiors. Tony explained
how he developed the group. He stressed the nétiomaortance of his

business, especially in employment generation arelgn exchange earning.

6.3.2 The proposal

According to Tony, his group had 15,000 permanenpleyees and another
15,000 contract workers. He tabled the details isf factories with their

136



Chapter 6: Case Studies; Stories

capacity and locations. He blamed the newly appdihtabour Government for
not allocating an adequate quota for him to workuhcapacity and therefore,
he complained that his group was running with aatieg cash flow due to
under-utilization of assets. He was in the midsi ofucial issue, and stated that
he had no money to pay the salary bill for the entrrmonth. The best
employees were leaving the group and he said henbadption other than

agreeing to the foreclosure suggested by the banks.

He also pointed out that the new owners of hisrimss would not be able to
maintain the same rapport with the internationaldos as he did and, the whole
episode would end up in a tragedy, pushing 30,00dkevs out into the streets.
He was pleading to the Chairperson to bail him assuring that this credit line
would rejuvenate the whole group and the futurendésws would be very
healthy with the orders in their hands. He alsaested a facility of Letter of

Credit (LC) to import the necessary fabrics anceasories.

At the request of the Chairperson he explainedchish-flow situation and
borrowing positions. The total borrowings of thenyoGroup were more than
US$20 million. This comprised US$5 million from Barmf Lanka, US$5

million from SET Bank, US$2 million from HAT Banknd a syndicated loan of
US$8 million from all three banks. He had borrowiezm three private banks
and the Bank of Lanka, the largest state-owned largi Lanka, which had
structured a syndicated loan as well. The montloignmitment for servicing

these loans was US$0.7 million. Due to non-sergiahinterest, almost all the
banks had classified Tony Group as a defaulter leadl reported this to the
Credit Information Bureau (CIB), which is the cexsitmonitoring authority for

defaulters.

When evaluating the creditworthiness of a cliemg, first thing a credit officer
has to do is to call for a CIB report of the cliefibny had applied for a facility
from the Soft Bank a week ago and the team leadeCarporate Credit

Division had declined it on the basis of the CIBa#.
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Tony was very convincing and very politely explaingow the senior officers
of the Soft Bank rejected his proposal and praided Chairperson for his

visionary leadership and patriotic attitudes inathe.

6.3.3 The negotiation

The Chairperson showed his grief about the sitoatind blamed the politicians,

regulators and bankers for not identifying the nektthe country.

He said, “This is the whole problem with our barskélrhey are guided by some
stupid rules called banking practices and ruin fetke you [Tony]. They will

never think beyond that cage of banking practi€e&n our state policies do
not have provisions to support people like you. Nowu have generated
30,000 jobs. If they lost their jobs and you logeirybusiness, the cost will be
much more to the economy in the long run.” Thenaidisappointed tone, he

said “I don’t know, when these people will learedk things?... ."

After listening to overjoyed remarks by Tony who foined the Chairperson to
criticize the prevailing systems, the Chairpersoggested “...tell me Tony how

much do you want? And what is the collateral youw ctier?”

Tony said, "Sir, all my assets have been takenhgylanks, | can give my
personal guarantee and the secondary mortgage as#ets which have already
been mortgaged to the other banks, and Chairmahedieve me and | will not

let you down.”

“Your house?” the Chairperson queried. “That’'s ig mife’s name and | am

sorry sir, | can’'t draw her into this, she will eag”, Tony answered.
Then the Chairperson asked, “Can you give your’svifjersonal guarantee?”

But Tony politely disagreed saying, “I am very sosir, but do not worry | will
never let you down and | will pay every cent dugdar bank on time, and | am
not going to deal with any of those other bankshim future, my one and only

bank is your bank for the rest of my life”.
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The Chairperson smiled and said, “Ok, tell me yeguirement, have you got a

good accountant? Do you have the cash-flow prajes#”

“Yes sir, our cash flow is always positive but molequate to service the loans
because of production hiccups and not performing faatories in their full
capacity. If you help we can have enough ordefdltthe factories to perform
at full capacity then we will have cash surplusUu8$1 million initially and
would grow to US$1.5 million in three months’ timko do this | need US$2.5
million advance to pay my salary bill and othetstiary dues. And | need a LC
facility of US$1.5 million to finance input matelsa for uninterrupted
production.” (A monthly cash flow projection wabkad and explained it by the

Financial Controller and the Chairperson lookedvawred).

“Is that all you need? Tell me right now, you wilbt be facilitated under the

normal banking practices by our credit officershia bank.”

Tony was jubilant and said, “That’s what | wantexiyHonor. | do not need a
cent more than what is necessary”, and he invitedGhairperson to chair his

board: “Why don’t you come and chair our Board rmeggt as well?”

The Chairperson thanked him for the invitation a&d, “I don’t want to
interfere with your business, you are the bestgrets manage your business,

but you can give us good publicity.” “Of course; siony readily agreed.

The following day the business page of a leadingspaper carried an article
entitled, “Soft Bank rescued Tony Group”. The sespread fast and Tony
announced that Mr. Perera had helped him. He isauggkcial circular to the
Tony Group employees saying that they all mustalaking with the Soft Bank
explaining that the Soft Bank was a truly kind bawkile criticizing all other

banks for advocating him to sell the factories.

The Chairperson was very happy about the publgitgn and the copies of the
paper cutting of the news item circulated amongBbard members at the next

Board meeting. He assured the board that he wiilgbnore and more business
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and expressed his regrets that he could have doate before, meaning

involving himself more in the day-to-day activitiethe bank.

6.3.4 The decision

The Chairperson approved all the facilities amawgnto US$4 million. He was
very critical of the bank officers who rejected y@nproposal purely on the
CRIB report and said, “I think we need a good aotant, not a banker, to
manage Tony’s facilities” and appointed the CFQ@hascredit officer in charge
for the Tony Group. The CFO was instructed to nwriihe cash flow position
thoroughly and whenever there was a situation whialranted over the limit

borrowing, he had to report to the Chairperson.

Tony was jubilant on the quick decision made by @mirperson and offered
him a seat on the main Board of the Tony group \witbrand new Mercedes,
which was still in the harbour, imported under gegmit granted for exporters.
The Chairperson politely refused the offer and ampd his CFO as an
observer in the Board of the Tony Group. The Claaspn, pointing the CFO,

said “He will be my eyes and ears in your Board”.

6.3.5 The outcome: what happened to the Tony Group?

Sunil, one of long-time close confidants of Tonyassired. He was one of
Tony’s executive directors. It was a known fact agithe accountants that, it
was very difficult to work with Tony. No financialontroller had worked for a
long period at the Tony Group and it was not rame nbtice vacancy
advertisements for the post of Financial Contrditerthe Tony Group. Senior
executives started leaving Tony Group, or were dskdeave. Sunil criticized
Tony'’s financial discipline and always complaindxbat liquidity problems. He
complained that Tony did not transfer sales prosdedull to Sri Lanka. He
said that Mr. Tony was very particular about theseld exchange control policy
of Sri Lanka, and always had a buffer in overs@asy used various tactics to
keep a part of his wealth overseas. Once he suatigssonvinced the

Chairperson of the Soft Bank to open a factorynnAdrican country as well.
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Tony remitted money for this purpose as a capitadstment outside Sri Lanka,

under a special permission from CBSL.

The Tony Group’s fate is not a unique one. With tessation of the quota
system, the other countries like China and Malaysiald supply the same
garments at a lower cost, therefore the buyersratushifted their business
out of Sri Lanka for better margins. This threaswaought to the knowledge of
garment businesspersons, and only a few dynamécpeigers created their own
brands and successfully transformed the threat amoopportunity. But the
Tony Group was over-dependent on international dsaand lost some of the
contracts to Malaysia.

6.3.6 The outcome—Tony Group account at the Soft Bank

Later, the Tony Group account was taken away floenGFO and handed over
to the Corporate Banking division. The new crediticer submitted a formal
proposal for the Tony Group and the managementoapdr the package

recommended and extended a further facility to $mtee cash flow.

After four years of operation, the Soft Bank hagtovide for bad debts since
the Tony Group could not service the loan. Ther@geloss was around US$0.3
million which was in interest in a suspense accoantl the capital write off
was nearly US$1 million by the end of 2003. The y@&roup gradually lost
their business and started closing down factomeieuthe pressure imposed by
the banks. The staff cadre had come down to 10v@@® only 20 factories
operating by the end of 2003. The monthly saleg®$2 million in 1998 had
came down to US$1.5 million in 2003 and were villjuanaking a negative

contribution.

6.4 Case study Il; The Lan-Car Ltd.

Similar to Case | presented in the previous chapites case-study story follows

the same style of presentation starting with thekgeound information of the
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borrower followed by the credit proposal, the négain process, the decision,

a few important events and the outcome of the @etis

6.4.1 Background

The promotion of Foreign Direct Investment (FDI)samae central strategy of
the newly formed Republican Government to genenabee employment, as
they had promised in the election manifesto. HoweS8e Lanka continued to
experience poor levels of Foreign Direct Investraefitiough the government
was successful in suspending the war, which hadagesl for more than two
decades, the FDI flow did not improved as expectéd FDI was reported as
US$176 million in 2000, and US$157 million in 198@ainst the target of
US$500 million per year (The Central Bank of Srhka, 2003).

The private sector was very critical on inefficierdand ineffective
government/policies and was demanding a dramatiogd in the development
strategy. In response, the government decidednulsite domestic investments
by offering more incentives and forming separateedéralized authorities to
minimize the effect of the inefficient bureaucranythe government agencies.
The government also invited the well-reputed peveg¢ctor business personnel

to take charge of these authorities and show piogiresults.

Mr. Perera (the Chairperson of the Soft Bank) wagomted as the head of
Western Province Economic Development Authority (W, one of the five

authorities set up under the new government politye other four zones were
based in the North, East, South and the Centraliqres. Mr. Perera publicly
canvassed for stimulating domestic investments amdimizing foreign

investment dependence. The domestic investmentpgscantage of GDP was
reported as 25.1 percent in 1998 and 27.3 perc@®® hs compared to the

target of 35 percent per annum.

The Chairperson was very enthusiastic about therntevand started his duties
with a “big road show”. He set up a fund from higrocompanies and full-page

advertisements appeared in the newspapers forrémel gpening of his office
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as the President of WEDA. His wife started a resierproject and named it
Dora—her own name. He reserved Mondays for his nemture and Sunday
newspapers used to carry huge advertisements omibastment promotional

activities in the Western Province.

At the board meetings of the Soft Bank, as wehitahe Soft Group companies,

he used to mention that he was bringing more basitethose companies.

The Television programme he started became a trufop®ir. Perera and his
group. The participants appeared as entrepreneaised the Chairperson for
his support; some of them almost worshiped himréscuing them from debt
traps. The Chairperson initially used TV ChanneleQthen extended to
Channel Two and telecast a few advertisements glutie Tele-programme
sponsored by the Soft Bank on Channel Three, teréide his contribution in

promoting local investors—big or small.

6.4.2 The proposal

Lan-Car Ltd., an automobile manufacturing compaogated in the Central
Province, was the second automobile manufactuengpany in Sri Lanka. The
first was in operation in the 1970s and that wased soon after the open
market economic policies were introduced in 197&h-Car Ltd. manufactured
two models (a car and a van) and branded them amcdr” (the car) and
“Lakvan” (the van). Except for the engine and a feavts, imported from Italy
and China, all other parts of the car were madeaassdmbled in their factory in
Sri Lanka. But these vehicles had been refusedtragion by the authorities on

the grounds of a lack of conformity to safety and leing roadworthy, etc.

The owner of Lan-Car Ltd. Mr. Yousef, and his masragnt team approached
the former Hon. Minister of Lands to obtain a pietdand to establish their
plant and sought assistance to expand productatnwhs running at a rate of
eight cars per month. They waited for more thanearyfor a favourable
response from the Hon. Minister, but were disapjedin Eventually, they

sought favours from the Chairperson, who was hgldinseries of investor
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seminars in 2000 to promote economic activitiesthe region under his

purview.

Yousef and the team attended one of the seminarsemtized that they could
find solution with the Chairperson. They came ughe next forum equipped
with the best car and van they had made. Througtheubral presentation, that
lasted barely 15 minutes, the Chairperson appeavedinced and said that he
was going to extend maximum support to them. Haesged his displeasure
about the oligopoly type of vehicle market in Senka, dominated by a few
countries, mainly for dumping their used vehiclesd draining away the

country’s foreign exchange resources. After indpgcthe vehicles and having
a test-run as well, the Chairperson immediatelyid#gtto provide them with

suitable land to set up their new factory, and éguested them to identify a

suitable piece of land in the Western Province.

The Chairperson used to host lunches for the mpaatits of the investment
forum, at a tourist hotel restaurant (sponsorethkbySoft Group) and discussed
the financial matters related to financing themjpcts. There was no one from
the Soft Bank to point out prudent lending termshe Chairperson; instead
Soft Bank officials only answered his questions, stiyo endorsing the

Chairperson’s view. The prospective investors, tpodins, if any, and the top

officials of WEDA often participated in these dissions.

6.4.3 The negotiation

Yousef and the team did their homework well andrmretd with the details of a
few suitable pieces of land. The most preferredi latready had an almost
complete factory building which they could use. Apmntly, it had been vested
with another investor, by the WEDA for an ill-fatgmoject that had been
abandoned for some time without any action as lpetérms of bestowal. The
President of WEDA (the Chairperson) had full powtrdransfer the land to
another prospective investor. But Yousef voluntdete negotiate with the
former investor for a fair compensatiohhey praised the President for his
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support in finding a suitable piece of crown lamdotigh WEDA, for their
project.

Yousef boasted that he was unable to cater fod¢ineand for vehicles. Because
of lack of machine-capacity and factory-space, heppsed to install new
machinery to increase the production. They wereaaly incurring losses, as
production was insufficient to meet the fixed costs they appealed to the

Chairperson to save them from total ruin.

The Chairperson was convinced about the feasilolitthe project. He asked

Yousef to consult a professional accounting firnptepare a project report.

The Chairperson promised market-support as wedlcipy an order for 200
Mobile Banking Vehicles for the proposed Soft Basranches in rural areas
that were not covered within the branch networkn-Car’'s prospects were
significant, and they should make 200 such bankiglgicles in the next year
commencing with 10 vehicles for 2000able 6-1 below shows the projections

presented by the accountants of Lan-Car Ltd.

Table 6-1: Production and financial projections ofLan-Car Ltd.

Year 2001 2002 2003 2004 2005 2006

Sales (Units) 20 30 50 100 200 900

Sales $ 50,000 75,000 125,000 250,000 500,000 2,250,000
Loan (31Dec.) $ 500,000 700,000 1.2M 1.2M M NIL

Interest thereon $ 60,000 84,000 130,000 130,000 100,000 60,000

Cash flow $ (30,0000 (39,000) (68,000) (30,000) 100,000 840,000

Fixed cost proportion is negligible. Break-evenrmas US$325,000 (130 cars) and
Contribution Margin Ratio is 60% in 2001, 2002, 5092003 and 40% afterwards as

no price increase.
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6.4.4 The decision

The Chairperson was keen on promoting investmentSrbLankans and used
his powers as the President of WEDA to sort ouiousr problems of investors
within his authority area, without hesitation. Heed to quote Professor Yunus
from Bangladesh to justify certain credit decisitiesmade in favour of certain
small/poor self-employed enterprisers. But theseomenodations were

perceived by bank officers as tactics for publicity

Yousef presented the project report with positiviearicial projections
professionally prepared by qualified accountantsesl on the cash flow budget
and profitability forecast, Chairperson immediatedypproved a loan of
US$500,000. The bank officers endorsed the Chagmés decision without
any hesitation as the decision was justified byfdasibility figures on paper.
No one raised the question of roadworthiness angsak of registration by the
Registrar of Motor Vehicles. He approved a furtfaaility of US$200,000 in
2001 and US$500,000 in 2002 to accelerate productio

6.4.5 A few important events

Though the facilities were provided continuouslyantCar Ltd. could not
perform as expected due to various obstacles. Smoleems identified and

reported by Yousef were as follows:

* Red tape at the Sri Lankan Customs to import tleéofg fittings and

machinery items.

* Production capacity was still not at the contrilbytievel, and running at

cash-flow deficit, therefore, the bank facilitieene escalated.

» Registrars of Motor Vehicles refused to register ¥ehicles, according
to Yousef, mainly due to absence of methodologgheck the safety

measures of the vehicle.

The morale of Yousef and his team was also deplatetl Lan-Car was in

jeopardy; even the cars released to company enmgdoll@d been run using
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temporary numbers. The Chairperson, constantlyfdatien the progress of the
projects, decided to take a Lan-car personalljy¢oRegistrar of Motor Vehicles
and got it duly registered using his social stand influence, and this opened
the gateway for the Lan-car to the roads

6.4.6 The Outcome—what happened to Lan-Car Ltd.?

Though Yousef is still struggling to organize hastory to meet the demand, his
loan is in the active category due to the contisusupport extended and the

interest would have been paid by new loans.

Finally, Yousef abandoned the manufacturing projdmit converted the
resources to assemble a different automobile byitiy all the parts. The car
manufacturing plant was established in 2001. By ehd of 2006 the factory
had 19,500 square metres of land, 7,500 square esnetmder roof
and 1,500 metre of test track. However, the plas twehave 1300 cars by 2006
and to make a positive cash flow of US$850,000r giteying all the loans in
full. The loans had increased to US$2 million bP@@&nd some of the interests
were in a suspense account. In 2006, a companyespekson said there are
about 500 cars on the roads in Sri Lanka but tkase were not manufactured
as planned but assembled in his factory with akifpn parts for which huge
import duties are levied. Therefore, the cars didaontribute 40-50 percent as

projected and break-even was never achieved; tastwias negative.
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The bank had earned handsome interest, maybe thridsigown loan. The
project was a failure. The loans are now servicechfa different project which
is assembling automobiles. No credit officer wouldve considered this
automobile manufacturing business as a feasiblgegrgurely because the
product cannot be marketed in Sri Lanka; thereref@sal of registration due to
problems of roadworthiness. Though it was registelog the Chairperson,
informally, using his powers, doubts on safety liedl the demand and on the
other hand, Yousef never achieved the expectecuptiah. The Soft Bank will

have to write off some capital with interest overdu

6.5 Case study lll; Superclean Services

Similar to the previous two cases this case-sttmty $ollows the same style of
presentation starting with the background infororanf the borrower, followed
by the credit proposal, the negotiation process,décision, a few important

events and the outcome of the decision.

6.5.1 Background

Superclean Services was a sole proprietorship ofQitva of Dehiwela. He
started this janitorial service business in 199i. fidst client was the Dehiwela
branch of the Soft Bank, which was the first brantkthe bank. His service was
very satisfactory so that he was contracted withjaalitorial services of the
bank. As the bank expanded its branch network ha@dperclean’s business

boomed, becoming the sole janitorial service previd the bank.

Mr. Fernando, the manager of Dehiwela branch (Biidbed the Superclean
account very systematically, financing its inittalpital investment requirements
to serve the newly opening branches. The recovaryegs was streamlined by
directing the payments from the Soft Bank to thanloaccount of the
Superclean. Superclean was exceptionally good attinge the needs of
“finishing up” at branch openings, mostly at shaerbtice, sometimes at
concurrent branch openings. Further, he did theseces all free of charge for
the opening day polish-ups, strengthening the icgiahip with the Bank. The
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business is small scale and neither Mr. Fernanddviro Silva worried about

hiring qualified accountants to manage the accoamtksfinances of Superclean.

Silva had accumulated a considerable amount oftsassehis business, and
always had substantial payments due from the bagkjnst which he had
facilities including an overdraft. His ambition wé&s cater to big institutions
like the parliament, airport, embassies, etc. Rat purpose he invested more in
the business, which created a liquidity problentnBaedo was worried about
continuing requests for additional facilities amd@verdue loans and Silva’s
argument was that there was money overdue frorbahk. But he did not have

the accounting expertise to prove his claim.

Silva used to send a team to polish the housedlobbank officers, who did

him even the slightest favour, at Christmas or atwNvear. Such personal
favours to the bank officers gradually became asdand his inability to cope
with the requests made by down-the-line staff (@digon to the managers)
caused irritation amongst staff circles. The stadide it a point to complain that
the Superclean services were not up to standarcbearth managers started
cutting payments for the slightest lapse or erfoSwoperclean staff. Further,
branch managers sought permission from the CEQhefbank to look after

their own janitorial needs and started recruitingp&clean employees on a

contract basis.

Meanwhile, Mr. Nath, who was in-charge of janitbri@rvices at ABC Ltd.,
which was an established large company in the daumsmess, approached the
Soft Bank through the Personal Assistant (PA) &QEO. Finally, the PA, who
was a classmate of Mr. Nath, became in full chafy¢he bank’s janitorial
services and started to divide branch janitorialrkwdetween the two
contenders, ABC and Superclean. Still, it was etgqgethat Superclean should
attend to the opening day’s work of new branch ope which was offered

free, and thereafter it was the PA who decidedyi%e which branch to whom”.
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6.5.2 Action taken against Silva as a defaulter

Fernando, manager of the Dehiwela Branch, was ptexnand transferred to
head office and the credit officer of the branclmeve Silva had his account,
became powerful in the branch. The credit offieeno was not on very good
terms with Silva over some misunderstanding, ethtireating Superclean
account in the strictest sense of discipline, igrgpdelays in receiving bank’s
payments thereto and thus depriving him from bussinexpansion. The PA’s
intervention aggravated the issue. Silva was egpeiing a very severe liquidity

crunch, lost business gradually because the Sofk:-Ba

* Did not issue any performance bonds for Supercteacanvass new

clients.

* Returned all cheques if without fund and no arramggts made.

« Did not extend advances against payments from #mk land did not
allow withdrawals from his account until “overdues’® cleared (despite

payments to him from the bank being still overdorerhonths.

It was later revealed that the branch has oververea (charged) interest,
substantial enough to recover half the term lodre $uperclean was too small
to afford qualified or experienced accountants totdlly relied on the bank

statements.

Soft Bank classified the Superclean account aspssferming and transferred
the file to the recoveries department for closelgnitored recovery action,
failing which, the Soft Bank could serve a Lettedr @emand proceeding

towards legal action.

6.5.3 Negotiations at the recoveries department

After careful examination of the account, realizitgat the bank had
overcharged interest and pushed the client to theept condition, Manager—

Recoveries (M-R) comprehended Silva’s plight ineafpects, i.e:

» Overcharging of Interest.
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* The non-recovery of capital whilst funds actualsirlg available (due

from the bank) causing a loss situation to thentlie

» The deprivation of business expansion was “criniimedgligence in

banking sense.

By this time, Silva had lost all his credibility @rbusiness integrity and was
unable to pursue tender bids without performanealboThe only business that
Superclean had at this time were a few branchéseironflict areas (the North

and East) where ABC was reluctant to serve.

The Manager—Recoveries called for explanations fileemnew branch-manager
of the Dehiwela branch on the overcharged inter®dbank officer said that,
“This action probably may not have been taken ke t&ction against the errant
staff but may be to build up a case and find amaeeto help the victim of

errant action of the bank”.

6.5.4 The first decision

The Manager—Recoveries was a professional expedermanker and was
working with Soft Bank from the beginning. He hadkleority to re-structure
loans for the purpose of recovery/settlement amevf facilities were required,
he had to recommend them to the CEO for approvalhbid no authority to
approve new facilities. But realizing the lapse tve bank’s part, and
identifying the need of resurrecting Supercleanndger—Recoveries made the

following decisions.
» Set-off of overcharged interest against capitastaumding;

* Re-scheduling the Term Loan; and

» Appropriation of money due from the bank for thevems rendered to

bank branches.

The Manager—Recoveries, going beyond his authofitsther approved the

following facilities for reasons unknown:
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* Performance bond facility to secure future consract
* A small overdraft; and,

» Additional facilities as and when he successfultgatiates business on

assignment of payments direct to the bank.

Mr. Silva started building up his business outside bank and was able to
secure a few lucrative contracts in outstationsn&ériends helped him because
he deserved it but with the blemish created bybidwek’s unreasonable action,
he lost a few good contracts. However, he was giadeaoming out of his
commitments but was rejected again by a higheceaffivho strictly followed

“banking rules”.

6.5.5 The outcome

The Manager—Recoveries lost his job for approvimgilities (including

Superclean), without authority. The succeeding CWanager—Recoveries
(CM—R), a retired senior banker assigned on cohfmacspecial recovery jobs
declined the credit applications of Supercleannw facilities on grounds that
Silva should settle a substantial part of the @gstommitments for him to
recommend a new facility and/or did provide a pesitash flow projection to

convince the decision-maker.

Silva is now in a pathetic situation, struggling 9ave his house which was
mortgaged to Soft Bank, and looking for an oppdtjuto present his case to
the Chairperson. However, he did not have the msacgssocial network to
reach the Chairperson as Tony did nor had an apgeatioject to present at an
investor promotion forum as Yousef did. He had dgate amount of wealth,
different networks and a customer base althouglvdsenot in the affluent class

such as Tony or Yousef. He is small and powerless.
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CHAPTER SEVEN

7 CASE STUDIES - ANALYSIS

7.1 Background

This chapter analyses the case study stories askmr additional empirical
data on possible influencing factors on the behasiof lenders, borrowers and
credit mechanisms. These analyses provide the #&tiomd for theoretical

discussion of research findings in the next chapteed on Marxian critical
interpretations. These analyses are developed afoun basic aspects of bank-

lending processes described in the case-studstori

a) The approach and method used by the borrower éalitcapplications.

b) The approach and method used by the lender to anodate or reject

credit applications.
c) The influencing factors of decision-making.

d) The decision-making.
This discussion is staged case-by-case for alethases. A combined analysis
is also presented for the first two medium-sizestitrapplications as they share
common features, and therefore, repetitions camavmded. This analysis
provides the necessary foundation for the theoadmaif the research outcome
presented in the next chapter.

7.2 Discussion and analysis of Case Study |

As explained in the data analysis section in theeRech Method chapter, the
analysis is developed through a series of questoiislogical presentation of
probable explanations. The common questions arey il the borrower

approach the Chairperson directly? Why did the backommodate the
borrower informally? How was the negotiation cadrieut? And what are the

influencing factors and the decision?
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7.2.1 Why did Tony approach the Chairperson of the Soft Bnk directly?

For credit applications, the usual practice inl3mka is that, if the customer
knows an officer in a higher rank, he/she always dgigat officer to introduce
himself/herself to the credit officer. As discusse@hapter five in detail, in Sri
Lanka, the perception is that, if one doesn’t krsmswnebody in the institution
concerned, the expected service is either delayettver made available. On
the other hand, Tony was a powerful businessmaritamals not that awkward
to contact another businessman for a business Teay. had the access to the
Chairperson of the Soft Bank, because they wetiedrsame social network and
had been known to each other for some time. Furtber, Tony Group had
tried the formal path but had been rejected bydteslit officers of the Soft
Bank. Therefore, Tony had contacted the Chairpeioectly for a credit

facility, which can be considered as an informabkpaal approach.

7.2.2 Why did the Soft Bank accommodate Tony informally?
To uncover “Why did the Chairperson decide to leadthe Tony Group”,

following possible arguments are considered.
a) Was the decision made because of the prevailingssxc
liquidity position causing a negative spread tolihak?

b) Was the decision made for business developmentoparp

because of the misleading influence of Tony andabt®untants?
C) Was it for personal gratification?

d) Was it on sympathetic/patriotic/nationalistic grdsrand/or

based on social responsibility?

e) Was it because of a personal relationship?
f) Was the decision influenced by the ego of the @eagon?
0) Did the organization structure force the chairpersmake

such decisions?

These possible arguments are discussed and anatydethil below.
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7.2.2.1 Was the decision made because of the prevailing liquidity position

causing a negative spread to the bank?

The bank was desperate to shift their funds fromilterest bearing gilt-edged
Government Securities to commercial lending forhbigreturn in June 1996.
But the bank lost their additional liquidity positi later, because of the strategic
decision made to cut the interest rates offereccémtomer deposits. The Soft
Bank was comfortably canvassing deposits at lovest @ the level playing
field, because the competitors also had reduceéhtbeest rates by September
1996. The Chairperson was fully aware of the sitmabecause, the CFO was
reporting the position daily. Therefore the Chaigo@’s decision to extend the
credit facility could not be persuasively relatedthe excess liquidity position

or the prevailing negative return position.

7.2.2.2 Was the decision made for business development pases because of the

misleading picture shown by Tony with his accountig projections?

In previous instances the Chairperson referred seghests to the Management

of the Bank for due recommendation after propeditevaluation.

The Chairperson would have thought of getting h# banking business of
Tony by bailing him out in this crucial situatioHe would have been carried
away by the positive cash flows projected by Torac¢sountants; US$1 million
per month which is over and above the required ciomemt of US$0.7 million

to the banks. The service cost of the Soft BanKitkeas around US$0.07 per
month, the annual effective rate of interest (AERarged from Tony Group
was in the range of 17 to 22 percent as they hatdeen sufficiently backed by

collateral. But why he did not do that previousasions for other applications?

The Chairman was well aware of the already comnhiligbilities of Tony to
other banks. The single-borrower limit would ndfow the Soft Bank to
acquire the banking business of the Tony Group witter banks by settling
Tony’s debts to other banks because such an expesuld be too much for a
bank like the Soft Bank where the Capital Adequa@s only just at the
stipulated level. Capital adequacy of a bank isudated by weighing the assets
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(including loans) according to the risk of realiaatat a point of bankruptcy.
Loans are weighed according to their collaterale Basel Agreement, which
was reached by the leading banks in the world iseB&witzerland, is to weigh
the loans, backed by commercial properties by 5@gue¢ assuming that they
are at risk of price fluctuations. The Chairpersaas of the view that

developing countries never experience downward eprituctuations for

properties. However, the volume of business thaflibny Group had offered to

the Soft Bank was significant.

7.2.2.3 Was it for personal gratification?

The Chairperson refused the Mercedes Benz caredfffey Tony. He had the
control of over US$2 billion assets. The Chairpersgjected the offer of being
the Chairperson of the Tony Group as well. Thersftinis decision could not

be treated as one that was influenced by immegextsonal gratification.

7.2.2.4 Was the decision made on sympathetic/patriotic/natnalistic grounds

and/or based on social responsibility?

The Chairperson might have been sympathetic tavtir&force of 30,000 of the
Tony Group, and especially with the remarks madghbypriests that “..the God
has saved you to serve the people”. There was ufbicisnt evidence to
conclude that he made this decision purely on syingpia grounds. Then, his
move might have been influenced by patriotic attts; if we recall his
criticism, quoted in the previous chapter, on bagkpractices and government

policies towards SME development in Sri Lanka:

...this is the whole problem with our bankers. Tlaeg guided by some
stupid rules called banking practices and ruin petge you. They will
never think beyond that cage of banking practiEeen our state policies
do not have a proper system to support peopleylike Now, you have
generated 30,000 jobs. If they lost their jobs god lose your business,
the cost will be worth much more to the economyhi@ long run... .. I

don’t know, when these people will learn theseghih
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On the other hand, the Chairperson, being the hafaagnore than 100
companies, was fully aware of the grievances of @f@0 small individual
shareholders and 1.5 million deposit customers. @&wt of the colleagues
argued saying that, “The fate of the 30,000 empm@syef the Tony Group was
critical and warranted an immediate remedy, theegfthe Chairperson may
have acted rationally to address first thingsTildbwever, this argument looks
like eyewash to the public because the Chairmasssfication to the board of
directors of the Soft Bank for accommodating Theny Group was “bringing
more business to the Soft Bank”. Therefore, thidrigiic or social
responsibility claim cannot be justified in a bwss sense. Also,
accommodating a client who had been blacklistedIBiis a clear indication of
disregarding state intervention to protect pubkpakits from potential risk of
default. Also it is an act of working in the oppesdirection to maximizing
shareholders’ wealth which is the primary goal dif@. On the other hand one
could argue this act was a socially irresponsitdeision with regard to public
depositors, unethical in the interest of minorithaeholders and totally

unprofessional.

7.2.2.5 Was the decision made due to a personal relationgt

The Chairperson had great respect for Tony who isuecessful premier
businessperson in the country. On the other harakt rof the people who
approached the Chairperson were privileged to nladavorable decision from
him. Most cases so referred were defaulters tor dtheks and the Chairperson
used to accommodate them with generous concessidosiever, The
Chairperson was very lenient in applying due diligee and acted significantly
on “trust” and “gut-feeling™. Therefore, this dsotbn can be interpreted as an
extending of a “favour” and getting another fellmapitalist, who is also a
powerful individual (as an award-winning leadingefign exchange earner in

Sri Lanka), hooked into his social network.
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7.2.2.6 Was the decision influenced by motives such as egoprestige of the

Chairperson?

This could be a contributory factor since he hadiewed the highest level of
social status. The Chairperson was very keen oningatopular decisions,
followed by a good propaganda campaign. The Chagpeasked for publicity,
which he got promptly from Tony.

Though the Chairperson’s name Mr. Perera was aeholg name, he was
known as only a businessperson. With the narrowpmsérom the bomb, now
he may have thought of developing his image astréofia businessperson and
win the hearts of the people in the latter staghi®fife. He did not have any
child to hand over his business and always usesayothat his employees are
his children. He started his own newspaper and exhmur TV programme

which showed negotiations with the clients/cust@nef his group. That

propaganda was to convince the public that this inas generous he was in
helping small entrepreneurs in Sri Lanka. All thierts who participated in that
TV programme praised the Chairperson for the gersesopport he extended to

their business, especially during the hard times.

The Chairperson was convinced that he could boissiniage as a patriotic
businessperson with the publicity promised. Thegefd is more realistic to
assert that he would have made this decision fil ik egoistic motives under

the pretence of patriotism or social responsibility

7.2.2.7 Did the organization structure force the Chairpersam to make this
decision?

The organizational structure was very conducive fiim to make such
decisions. It is evident that he had legitimate hauty under a poor
management support and weak organization strucilise, he had no faith on
the formal credit approval and monitoring systeids. always criticized the
formal systems. He had very little confidence ia tnedit officers of the bank
and appointed CFO, who was a non-banker, to moriher Tony Group

account. However, it was not expected of him tkensuch decisions at the
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highest level of authority and it was not the piactof the banking industry.
Therefore, it is also believable that the orgamirastructure was conducive to
making such decisions especially as the decisiokemavas vested with

enormous power.

7.2.3 What were the influencing factors?

What could be inferred from the above analysishet the arbitrary/informal
decision was made under the enormous power endrisstine Chairperson in a
weak organizational structure with a poor managérmeapport. The decisions
may have been influenced by patriotic attitudes eguistic motives especially
when the decision-maker is from the top slot of Hamk. However, further
analysis is necessary to discover the roots fan stiitudes and/or to find more
convincing reasons. This issue is further discussedhe next chapter:

Theoretical Discussion.

7.2.4 How was the decision made?

Tony was very impressive and convincing on his retnky capabilities and
“filling the factories with orders” for uninterrupd production if materials are
supplied. The Chairperson made a quick assessrhdioing’s integrity and the
risk and return of the credit involved based ondhsh flows presented by the
team of accountants, including chartered accousitade did not want to
consult credit experts in the bank, as he had ith ta confidence in any of
them. He had the power and he was confident tleaBthard would not decline
what he recommended. Therefore, he approved thi®mplete credit
application and granted US$4 million over the tablable 7-1 below provides

the summary of this case study.

Table 7-1: Summary of the description and analysisf Case Study |

ITEM Credit Applicant: Credit Decision-Maker:

Tony—Tony Group Chairperson Mr. Perera
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Background Tony is in the garmentMr. Perera became the all-

manufacturing business. Hepowerful chairperson of the Soft

accounted for the largest singl®ank with his loyalists as board

share of country’s exports andnembers and weak Management.
30,000 workers. Tony's creditThe Chairperson was in a business
application had been rejected by théevelopment drive as he had no
credit officer of the Soft Bankfaith in the bank’s Management

based on an official credit-defaulespecially the credit officers. This

investigation report. He had worpowerful  businessperson  had

several awards for his contributiolbecome a fame seeker after a “near
to the country. death” experience.

Approach

Tony and Mr. Perera knew each other as leadinghbsspersons in Sri
Lanka. Tony's request for an appointment with Mrerd?a was
accommodated promptly even though the Chairpersms at a meeting
at that time. The approach was casual and fornhes mere bypassed.

Influencing
factors

The business that Tony brought was lucrative agnifsiant. The credit

decision was justified by the positive cash andfipriorecast by

professional accountants. The Chairperson was moing at any

personal gratification but showed some “patrioti€€elings and

“sympathy” over the workforce who were without wagéacing

redundancy because of the foreclosure of factarédled by the other
banks to recover their debts. The state policiesumh issues were not
helpful to borrowers or to lenders. The Chairpers@a an egoistic
motive to boost his image and wanted to strengtii®social power base
by getting another powerful businessperson tagtfbtboked into his

social network. Tony promised the publicity warezhtby this ego-

maniac Chairperson.

Decision-
making

Tony was very impressive. The Chairperson got akgassessment of
Tony’s integrity and the risk and return of the diteinvolved. The

Chairperson had the power and he was confidenttiieaBoard would

not decline what he recommended. Therefore, hantigtgranted US$4
million. This casual decision was made under thermous power
entrusted to the Chairperson in a weak organizaltistructure with a
poor management support. The decisions were dedamtlder the fagcade
of “patriotic” attitudes and influenced by egoistotives especially
when the decision-maker is from the top echelothefbank and more
importantly backed by projected cash flows preskbieaccountants.

Post-
decision
events

Tony’s accountant complained abolkurther credits were granted but
not bringing all the sale proceeds ttater the loan was classified as
Sri Lanka. This situation had causebdad and provisions were made
liquidity problems therefore, Tonyto comply with the prudence

frequently demanded enhancement pfinciple of accounting and

credit. The workforce had beemegulatory requirements. The
reduced to 15,000 and monthly salasterest loss was around US$0.3
had reduced by 25% and were makingillion and the capital loss too

a negative contribution by 2003. was significant.
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7.3 Discussion of Case Study Il

Similar to Case I, this discussion too developedugh a series of questions
and logical presentation of probable explanatidise common questions are:
Why did the borrower approach the Chairperson tdyedWVhy did the bank
accommodate the borrower informally? How was thgotiation carried out?

And what are the influencing factors and the deai®i

7.3.1 Why did Yousef approach the Chairperson of the SoftBank
directly?

Mr. Yousef, unlike Tony, contacted Mr. Perera nsttle Chairperson of the
Soft Bank or as a known personality but as a bgsimegomoter authorized by
the government. They had seen on TV programmesMowPerera, who was
also the Chairperson of the Soft Bank, providedi@®lto those in financial
difficulties. They were desperately exploring pbggies for launching their
products: Lan-Car and Lak-Van. They had tried oriethe Government
Ministers as well, the usual way that Sri Lankarevevused to getting things
done, but without success. The Management of Lank€h was aware of the
way that the Chairperson made decisions at thesiment forum headed by the
Chairperson. The patriotic speeches by the Chaigmerencouraging domestic
investments, would have created an optimistic g#ige in the minds of the
local car manufacturers. But for the greater panyas their desperation that
brought them all the way to the Western Provinceiress development forum

from their own Central Province.

7.3.2 Why did the Soft Bank accommodate Lan-Car Ltd. infemally?

When this question was posed, a colleague said tHat [the Chairperson]
wished that his bank should support the majorityowlere left out by those
formal banking practices.” To prove his [the Chaigon’s] point he used to
guote from his personal experiences where his dighpooject was declined by
the banks, on the basis of those formal bankingtizes, but he had taken that
diamond project to its maximum heights by genecatb00 employment

opportunities and declaring huge dividends to thareholders, continuously.
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Therefore, it is evident that he had no faith ie flormal credit evaluation

systems of the banks, especially with regard to ventures.

The Chairperson was also critical of some of tlyeilaions, especially the way
they were interpreted by the Department of Banke®upion of the Central
Bank of Sri Lanka. He was critical of the Capitalefjuacy ratio, which was an
outcome of the Basel Agreement, saying that thecepn of “Capital

Adequacy” was irrelevant for developing countriédee [Sri Lanka. He was
critical of the conditions imposed by the World Baand the IMF towards
developing countries, and basically he wanted towslhat his bank was

different and he would go out of his way to helpl&mkan entrepreneurs.

The following question was posed to a researchgyaait who accompanied
the Chairperson to the investors’ forum, in ordeascertain the perception of
the officers behind him. “Why did the Chairpersat@nmodate Mr. Yousef
and Lan-Car without following formal banking praes?” The officer said, “It
was not that the Chairperson totally disregardsicaureason, peril; nor that he
was acting on his dreams and fantasies, and made tinsystematic decisions.
In fact, he added value to the abandoned factoeynjzes and took the total
picture into account, to approve the loan. It wa®nmal, because normal
systematic banking could not accommodate this 1d&esponding to the same
guestion, he further added, “Though the decisiors wdormal, it was a
deserving case, not only to an emerging nationaltwe but also to a

prospective client to the bank.”

The bank officer, who was working closely with tidairperson argued by
cross-questioning, “was it fair to penalize a pexjve business venture
because of the prevailing systems which are noamckd enough to cater for
new concepts?” He also said “Let us accommodaten thi# the relevant

authorities develop necessary systems to catethéon and allow the “James
Watts” in Sri Lanka to advance our lives and th&i3n the other hand the
Chairperson justified import protection saying tltatimping used vehicles

would drain away the foreign exchange from Sri LanR colleague of the
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researcher responded to this claim saying that “ldamwa small country like Sri
Lanka manufacture automobiles?” He further saidl ‘tBaen New Zealand tried

such ventures such as automobiles and electrok&3 Vs etc., but failed.”

7.3.3 The influencing factors

The Chairperson had taken over a significant plath® business development
function of the Bank, with his new appointment as President of WEDA

which was one of the business development agentseofjovernment. On the
other hand, the government and the public are waichow Mr. Perera

performs as the President of WEDA.

Therefore, it is sensible to deduce that the Chasign accommodated Yousef
because he had the power to disregard prevailiatesys; wanted to show his
performance using nationalism/patriotism as a smsoleen supported by rosy
financials prepared by accountants. Table 7-2 bgloowides the summary of

this case study.

Table 7-2: Summary of the description and analysief Case Study I

ITEM Credit Applicant: Credit Decision-Maker:
Yousef—Lan-Car Ltd. Chairperson Mr. Perera

Back- Yousef was in the automobileMr. Perera was appointed as the

ground manufacturing business. HidPresident of Western Economic

automobiles were made withDevelopment Authority (WEDA) by
fibreglass bodies and importedhe government. He inaugurated the
engines and parts. He hadew task with a “big-show” and all of
produced a few samplehis “quick” decisions were given wide
vehicles—a car and a van anthedia coverage and the cost was born
was desperate for financiaby his companies including the Soft
assistance. The barriers includBank. He was the all-powerful
the prevailing state policies orchairperson with all the board
credit, Customs red-tape andnembers with “Yes, Sir” attitudes and
vehicle registration regulations. weak Management.
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Approach

The wide publicity enjoyed by Mr. Perera as theskient of WEDA
attracted Yousef to one of his weekly investmerdnpstion forums.
Yousef came up with his new car and was able tovinoa the
Chairperson that he could facilitate an “import sitbtion” to the
automobile market in Sri Lanka and said, “We wilve Foreign
Exchange for our country.” Mr. Perera criticize@ twutomobile market
for using Sri Lanka as a dumping yard and immedbliatecided to help
Yousef, again under the label of “nationalism” paodimg domestic
investments as against FDlIs.

Influenci-
ng factors

Lan-Car Ltd. was very appealing as a venture ofinpubstitution. Mr.
Perera had no faith in the formal credit evaluaggstems especially for
new ventures. According to Yousef, he could no¢ictd the demand for
his vehicles due to capacity limitations. The Cpaison had become
front runner of marketing credit in his bank and,tbe other hand, the
government and the public were watching how MreReperformed as
the President of WEDA. The Chairperson had the pawedisregard
prevailing systems, wanted to show his coloursiirestment promotion
and affection to “nationalism/patriotism”. The Chpgrson had an
egoistic motive to show that he is different (dasgyjthe IMF, the World
Bank, the Basel banking standards or regulatoyessand he was well
convinced by the cash flow projections certifieddzgountants.

Decision-
making

The Chairperson had the power and he was confitiahtthe Board of
Directors of the Bank is always behind him. Therefohe instantly
granted US$0.5 million. The Chairperson also predhisiarket support.
This casual decision was made under the enormowsrpentrusted to
the Chairperson in a weak organizational structed weak
management. The decisions were defended using thsk nof

“nationalism”, influenced by egoistic motives andstified by very

positive cash flow projections certified by professl accountants.

Post-
decision
events

Lan-Car could not perform asThe Chairperson had to interfere
projected. Customs delays angersonally to get the automobile
registration  problems frustratecapproved using his power.

Yousef. The project resources finallyurther credits of US$0.7 million

converted for assembling of vehiclesiere granted and the loan was in
which had very low contributionthe performing category because
margin and still struggled to achievénterest was serviced by further
the break-even point. loans by 2004.

7.4 Combined conclusions for Cases | and Il

In the final analysis, it can be concluded thataok would consider Lan-Car

Ltd. as a prospective client purely because of pheduct that cannot be

marketed (Lan-car could not be registered) in &nka. With regard to Case |I,

the Tony Group had no alternative other than apriog the Soft Bank, since
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the banking sector was well aware of its defaultiagion and listing in the
CRIB.

On the other hand, in Sri Lankan culture peopleelel that an informal
approach is an easy way out to get things donekiyuithe perception of the
general public is that, one must know someone énitistitution concerned to
receive a positive response. This problem is sewétte regard to the public
service where customer service is not considerdoketan important element.
Even though some of the banks are private, thefhslisuch that to get a credit

facility, one must know someone.

It is very common that customers who enjoy credittilities always deliver
bulky hampers to the officers/branch managers @fodinks in festival seasons.
One senior officer of a bank revealed that he gafiagerator full of food and
beverages as a New Year hamper. Lunches are fridggoeganized, either by
the customers or by the bank officers. Issuingetsettby members of the
parliament, requesting senior officers of varionstitutions to accommodate

their supporters is very common in Sri Lanka.

Therefore, these decisions could be related tettmous power enjoyed by
the Chairperson within a weak organizational strregtenthused by egoistic or
any other motive and appealing cash flow projestitly accountants. This
claim is further discussed in the next chapter Whikeorizes the research
findings.

7.5 Discussion and analysis: Case llI

The discussion and analysis of this case is deedlapa similar manner as the
previous two cases but poses different questioosrding to the circumstances.
Initially a banker (Manager—Dehiwela Branch, Mrri@ndo) was instrumental
in building up Superclean. Then a few other bankaed to bring him down as
they had personal grudges. Again another middletefficer informally

helped Superclean to rebuild, ultimately anothepenpmiddle level manager
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decided to recover the money due to the bank, aulinéd new facilities,

pushing Mr. Silva to a desperate situation.

“Why do so many contradictory views and judgmentsstewithin the formal

banking systems?”

The research participant, who was well aware of ttase, answered in an
appealing tone saying, “Study of an enterprisingge, taking a calculated risk
in deciding to finance the young entrepreneur, vdiaourse, was providing a
service to his bank was all to the credit of thekem [Manager—Dehiwela

Branch] who had been looking to support entreprendtis a lack of exposure
and dispositions with conventional-type attitudéshe officers that make such
a big difference among their views and judgmertaould be an uphill task to

identify true entrepreneurial skills.”

He further said,”"When there is a new entreprenéis,important to be close to
him, correct him and back him as necessary sucth@support Mr. Silva
received from the first Manager—Dehiwela Branch atie Manager—

Recoveries.”

Mr. Silva had following complaints against the bank

* Misuse of his free service for opening ceremoniesewv branches but

not rewarded with contracts for continuous service.
» Deprivation of business expansion by not extendigiired facilities.
* Interest overcharged.

« Dishonouring cheques, at the same time as the lmndefaulting

payments to him, damaging his image.

* Robbing of his workers which also deprived him loé &bility to fulfill

his contractual performance.

« Cutting payments by exaggerating lapses and esfdssiperclean staff.
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Explaining the situation, the bank officer saidh€rl overcharging of interest
from Superclean shows not only how shortfalls m@e checks and balances
were overlooked, but also how much personal anityasgainst a client on
narrow personal issues, could kill simple obligasioin banking.” To the
contrary, according to this bank officer, Mr. Silghowed gratitude to the
Manager—Recoveries who had re-adopted a comprefensustomer-
rehabilitating approach even going beyond his aitth@nd succeeding in

reaping results for his ingenuity and customer.care

75.1 How and why did Manager—Recoveries approve faciliéis

informally?

The performance of Manager—Recoveries was meadwyethe amount of

recoveries he made and the extent of reduction dieeeed in the non-

performing loans under his purview as against #rgets set. The measuring
system was such that the comparing was not caotédaking each and every
client/account, but taking the net outstanding a&d bhoans (Brought Forward
Balance less Recoveries less Restructured andféreats to the branch). New
bad loans transferred from branches to the recesatepartment were shown
separately. This formula encourages re-structuvitngch is somewhat more

practical than squeezing the client against thé. wal

All the bad loans, which were restructured by tbeoreries department, were
transferred back to the respective branches forseclanonitoring and
rehabilitation. The Manager—Recoveries had a mactif restructuring and
transfering such loans with new facilities beyomsl duthority so that he could
recover part of the interest, which was in the rgdge in suspense account
(capitalizing the interest by adding them to thanlocapital). This process
showed an extraordinary improvement in the levelnoh-performing loans
under his purview. By doing this he could convirthe Management and so
managed to secure handsome raises, bonuses addprapiotions as well.

When he was fired he had been promoted twice ttetred of Chief Manager.
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7.5.2 Why did the credit officer and the Branch Manager arry out

instructions of an unauthorized officer?

A bank officer answered to this question sayinghéTcredit officer might have
been under threat of disciplinary action for thgligence/errors he committed
in calculating the interest receivable from Silvdle gravity of the offence
depended on the level of severity that the Mandgeceveries would attach in
reporting them to Management. Therefore, the credfiicer might have

followed instructions of the Manager—Recoverieshwihe blessing of the
Branch Manager, who also benefited with the impdolieanch performance in

terms of lower levels of bad loans and higher egemcome.

7.5.3 Why didn't the new Chief Manager—Recoveries accomnuate

Superclean?

Chief Manager—Recoveries was a senior banker tedr@in a contract basis
and was following orthodox banking practices to ligtter. He discovered that
Superclean was not accommodated under the normkingerules and reported
that the practices followed in the recoveries depant were not regular. Also
Silva did not have qualified accountants to provigenvincing” financial

projections about his business prospects. He wasméhe bank and maybe he

was trying to impress the CEO with some “good” work

7.5.4 Why did the Soft Bank accommodate a new service pvaler?

What would be the reasons to obtain the servicesnother service provider
especially when the bank was happy with the sesviok Superclean? The
Personal Assistant to the CEO would have extendedufs to his classmate
and would have been influenced by potential pelsgradifications as well. On
the other hand it is also sensible to argue tratMhnagement of the Soft Bank
would have made some strategic move to obtainghéces of a competitor for
better services from both parties and avoid any-de@endence on a single
service provider. Therefore, it is evident that tmedit decisions have mostly
been made on other grounds rather than the pdteskils and capabilities of

the applicant.

168



Chapter 7: Case Studies- Analysis

7.5.5 How was the decision made?

The Manager—Recoveries abused his authority andvjade decisions because
the staff down the line (Branch Manager and thalitrefficer at the branch)
who carry out the orders were under obligation tfoeat) because of their
mistakes and negligence. The Manager—Recoveries fuwéser encouraged
because the senior management ratified those desisindirectly by
recognizing and appreciating his work through relsaand promotions.
Therefore, the Manager—Recoveries restructuredldiais too by himself and
implemented it without due approval. Finally hetlbss job because of such
decisions. The Chief Manager—Recoveries, on ther dtand, followed the rules

and denied credit with proper approvals.

It is noteworthy that the research participanteadrwith the researcher that, if
Mr. Silva was powerful or had come from the sameiagdonetwork, the
Manager—Recoveries would have got another rewatgad of losing his job.
They said, “It is not rare that directions comimgnh the top to treat customers
differently, when they were denied and had the powfereaching the top to
complain about that”. The grapevine works this eay no one dares to speak
being scared of being exposed and reported. Tat8ebé&low provides a

summary of this case study.

Table 7-3: Summary of the description and analysisf Case Study Il

ITEM Credit Applicant: Credit Decision-Maker:
Silva—Superclean Ltd Recoveries Department
Back- The threats to Silva’s janitorialFernando, the branch manager who

ground business include: the new entrant whaurtured Silva and his business
was a friend of the then topSuperclean, was promoted and
Management, harassment by the crediansferred (Decision 1). The
officer due to a personal grudge. Silv&uperclean account was classified
lost business to the newcomer and was non-performing and transferred
facing liquidity problems and financialto the recoveries department. First
barriers for business development aritd was positively handled by the
got into the bad books as his loang-R and then negatively by the
were not serviced. Chief M-R.
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Approach

Decision 1. Under normal banking practices

Decision 2. M-R comprehended Silva’s plight by agiag several bank
facilities outside the normal credit rules. M—Ratigered some errors of the
branch staff and blamed them but did not repothéoManagement rather
used it to intimidate the branch staff. Silva wappy with M—R and had
praised him with research participants.

Decision 3. CM-R applied the set credit rules 8friand stopped all the
facilities extended by M—R and requested Silvaetities existing outstanding
immediately for him to consider further facilities.

Silva searched for avenues to approach the Chaopers advised by people
who are aware of the Chairperson’s approach andyVirasPerera was
boasting of helping small businesspeople via his shidws, but without
success because he was not influential and na powerful circle as Tony
or did not have such an appealing project as Y duesef

Influencin
g factors

Decision 1.Under normal banking practices

Decision 2 M-R’s performance was measured by the reductimws in
the bad loans handled by him. He could transferuetsired bad loans back
to branches as performing loans and that processmnerd M-R’s
performance for which he was rewarded. But M-R dat have the
necessary authority to approve such new creditittesi Even the staff at
the branch at the mercy of M—R due to their blungenmitted for interest
calculation had no alternative but to carry out Ns-#hauthorized orders.

Decision 3 CM-R was an orthodox banker and he strictly agpthe rules
and tried to impress the Management about his “gead”. Silva could not
afford get the services of professional accounttmigroject his prospects
convincingly.

Decision-
making

Decision 1 Under normal banking practices

Decision 2 M-R abused his authority and was at an advantiagiethe

branch staff was under obligation. M—R was promaead encouraged by
the Management for his performance though the Wecswere not duly
approved.

Decision 3 CM-R followed normal banking practices, did nadliéve
Silva’s appeal about his business prospects anthdédurther credits. He
was contemplating serving a letter of demand teréag legal action
against Silva and his house which was mortgagéuket®ank.

Post-
decision
events

Research participants were of the view that if &ihad enough power or
adequate influence to reach the Chairperson wehb#itking of accounting
expertise, he could have got the necessary fasilsind M—R would have
got another promotion instead of losing his jobfdgtunately Silva was not
from that class and social network and could néordf professional or

experienced accountants.
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7.6 Latest developments

In December 2008, Mr. Perera (the Chairperson) ieh questioned by the
Criminal Investigation Department (CID) of Sri Lanland they filed a case
against him and other directors for an alleged so&tdS$250 million which
happened in one of his group companies which hadpaed money-deposits
without a Finance Licence. The Soft Bank nearlyskeal following a “run” due
to loss of confidence (in the group) but the Cdr@nk of Sri Lanka (CBSL)
intervened and saved it by giving an “assurancet’ dgpositors are not allowed

to withdraw money prematurely.

The Board of Directors of the Soft Bank, includittge Chairperson, was
dissolved by the CBSL. The management has beeretdameer to the Bank of
Sri Lanka, the largest State bank in Sri Lanka armtew Chairman and three

directors have been appointed by the CBSL.

Repeated requests from the solicitors of the Chesgn to bail him out were
rejected by the Colombo High Court and the Chagsperand other directors
were further remanded in March 2009. The CID hagysbassistance of the
Interpol to arrest Dora—the wife of the Chairpersdio has been avoiding the
courts forwarding medicals from overseas. The niades blamed the police for

not acting promptly and allowing her to leave tbermry.

7.7 Summary of the analysis of case studies

The nature of the credit applications, approacdyas, negotiation process and
decision-making processes of all three case stad@esummarized in Table 7-4
below. The explanations/justifications section dfist table provides the

necessary background for the theoretical interpogts: discussed in the next

chapter.
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4. Summary of the analysis of case studies data

Case Study |

Case Study |1

Case Study 111

Medium-scale credit for

a garme
manufacturing company struggling wi
lack of orders and liquidity problems.

nMedium-scale credit for a  ca
tmanufacturing company in Sri Lank
struggling with regulatory authorities af
financing problems.

arSmall-scale credit, an upcomi
aservice enterprisestruggling wi
ndbusiness and witfinancing probler

Casual, informal and personal. Both th8ocial, outside the bank at an investm

eRbrmal, within the normal bank

h credit decision-maker and the client aferum, both the credit decision-maker andnd credit rules. Then follow
socially powerful businesspersons. the client are socially powerful. Informamethods by the credit decisionak
credit application and accommodation.
Client was under threat of foreclosyrémport protection? Protect foreign reserves. big competitor penetrating into
and redundancy. These automobiles were refuseBoued relationship between ban
The client was the highest single foreigregistration on road worthiness and safetige client. Businessman witho
exchange earner in Sri Lanka. issues. Investment promotion mechanisn.social network.
ion Friendly. Accountants helped. Quick. Enterprisenpotion oriented. AccountantsFormal. No qualified accountar
helped. Quick. Dragged.
Without formal evaluation. Without formal evaluation. Decision one: Formal. Granted
Granted, over the table. Granted, over the table. Decision two: Infomal. Grante
three: Formal. Denied.
tion/ Sympathetic/patriotic grounds. Patriotic/nationalistic grounds. Decision oneNormal practice. D
tion Prevailing systems are not good. Prevailing systems are not good. Personal benefits, error rectifig

three: Rigid application of rules.
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CHAPTER EIGHT

8 THEORETICAL DISCUSSION

8.1 Introduction

This chapter further discusses the case studyndseéata described, discussed
and analyzed in the previous two chapters from réteml perspectives.
Theorization (or conceptual framing) is the “vahmded” of qualitative
academic research (Llewellyn, 2003) and, accordin@offey and Atkinson,
“theorizing is integral to analysis; they are neparate stages in the research
process” (1996, p. 139). The findings of this e@sh are theorized in three
steams. First, interpretation of various typesrefli decisions observed in the
case studies and framing them conceptually intca&rima Then an attempt to
strengthen the Marxian critique that accountingypla significant role as a
technology in credit mechanisms and exploitatiorima@isms. Finally, there is
an argument to establish a relationship betweerk danding, the socio-
economic power of credit decision-makers and indamalth inequality in the
Sri Lankan society. A common theoretical analysaswarried out for Cases |
and Il, because of the similarity of their backgrds, identical pattern of
decision-making processes and types of decisioasdal repetition, and for a
cogent argument for theorization. Final conclusiomsre drawn from the

interpretations of all three cases.

As explained in Chapter four; Research Methods, hminterpretation are
primarily based on inductive generalization whehe tresearcher provides
empirical evidence to provehbw™ it happened andwhy'. However, some
interpretations are drawn based on abductive inteng/reasoning where the
researcher argues thatomethingmight be the reasdnespecially for Wwhy’
guestions. Therefore, interpretations are genersilpjective and they are
presented by analyzing the research data with appast of Marxian critical

themes and other reliability and validation chedksst of the how’ questions,
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for example How can influential credit applicants get easy aséo top level
credit decision-make® were interpreted with straight explanations sash
“...these lenders and borrowers are friends and/or I tsame social

network...”.

This chapter consists of five sections. First tie@pts to analyze the various
decision-making personalities observed in the csiedy stories. Second, it
argues to strengthen the Marxian critical claimttoe importance of the role of
accounting in credit mechanisms and exploitationclmaisms using the

empirical evidence provided by the case studies. fhird section answers the
research questions by providing empirical and thiézal evidence and further
develops them into a macro-level theorization efrasearch findings. Fourthly,
it provides a model for informal decision-making $ammarize the factors
discussed in the previous two sections. Finally, futther investigates

theoretically to find the motives behind the demismakers’ decisions (why)

and what methods they used (how).

8.2 Nature of decision-making

It is revealed that there are four basic typeseaisions that have been made by
the credit decision-makers in these case studiesr@diog to the situation. It is
observed that some credit decisions are made foigp¥ormal rules and some
are not. On the other hand, some credit decisieesidogical but some do not
exhibit any business sense but rather appear todmlous. The nature of

decision-making is analyzed below.

8.2.1 The Chairperson: Case studies | and Il

The Chairperson is an undisputed leader of 100-guaspanies including seven
listed companies in the Colombo Stock Market. He aissocially and
economically powerful individual. He is also infhi&al because of his position
as the President of a Government authority, WEDA. i1 closely associated
with the government and political elites. It is @eg that businesspersons in the

long run, to maintain their position of power, magcept certain responsibility
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to the whole of society (Davis, 1967). One of theearcher’s colleagues argues
that the Chairperson’s decisions in Cases | aagellrational because they were
intended to rescue 30,000 workers of the Tony Gengpsave foreign currency
by promoting an import substitution project, LanrC&d. He interprets this as a
reflection of the Chairperson’s perceived respadlisilio the whole society. On
the other hand, it is argued that the social poneider might show his
willingness and ability to help others to feel pofué might not bother about
formalities in decision-making (Peay & Dyer Jr, 298 However, this
“willingness to help othetss only a mere intention and does not make any

business sense therefore cannot be treated asalatio

Further, when this proposition was posed to a rekgaarticipant regarding the
Chairperson’s credit decisions in Cases | and &, angued, “Although the
Chairperson’s credit decision in the case of theyT@roup created a loss to the
Soft Bank after three—four years it was a relieftlte workforce of nearly
20,000 of the Tony Group to have adequate time itml falternative
occupations...” and, he said “...but the decision ttp he&an-Car was a winner
and Lan-Car is marching forward because of the i@aeson, giving an
expected return to the bank as well.” But his viesvs Lan-Car Ltd. were
proved incorrect as the CEO of Lan-Car is stiluggling to manufacture the
number of cars he promised and had still not redthe break-even point even
in 2005. It was also revealed that even Tony haded a few factories and the
workforce was reduced to 15,000 by 2005.

The two medium-sized credit applications; Tony Groand Lan-Car Ltd.,
would not have been accommodated if a solid orgaioizal structure (formal)
and professional management culture (rational) wemdace in the Soft Bank.
The Bank was run as an autocracy. The Chairpersmal-powerful and no
Board member or officer had the courage to oppt®e decisions of the
Chairperson. But the bureaucracy was also chaltkrige the Chairperson
overruling the decisions of the credit officerstioé Soft Bank in the case of the
Tony Group. Therefore, those clients who could apph him could bypass the

normal lending procedures that were rigid and naidacive for the new
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concepts to grow. Although the theory of autocrexglains ‘how’ the decision
was made it is not helpful in explainingty’ the Chairperson made decisions
which are not rational in a business sense. Theegirof bureaucracy does not
support the motives of the decision-maker but ihe¢pful to explain why the
borrowers tend to resort to informal methods wiay seek credit from banks.

Therefore, the questiorwhy’ remains still unanswered.

However, another colleague points out the exterputdlicity the Chairperson
was aiming at and argued that ego-boosting alsddvbave had significant
influence over Mr. Perera, the Chairperson, to msakeh irrational decisions.
To the extent that the decisions are informal,aaldand irrational they attract
more publicity. The Chairperson, as an esteemeivichahl, was leading his
group of companies, to which the Soft Bank belongwards the largest group
of companies in Sri Lanka. Therefore, it could bguad that the Chairperson
would have been influenced by such attitudes baittiotives are not clear and

decisions seem not rational.

8.2.2 Branch manager (BM): Case llI

The concepts such as ego, self esteem, social pvesen social responsibility
have little relevance in Case lll since the decisitakers and credit applicant
involved were not socially powerful individuals fsom a social network with
powerful backgrounds. They were in the middle manaent of the Bank. Mr.
Silva of Superclean believed that his major clighe Soft Bank) was doing a
favour to him and used to reward the bank offigefermally as Sri Lankans
normally do. In the South-eastern culture tradaiagifts differ from corruption
(Alatas, 1986 cited in Jayawickrama, 2001) and Bitva’s free services at

Christmas and New Year time were treated as gifts.

Branch Manager (BM) Mr. Fernando was instrumental building up
Superclean. Fernando, the branch manager who edr&itva and his business
Superclean, was promoted and transferred to hdamk.offhe formal rational
banking practice is studying on enterprising persaking a calculated risk and

deciding on the nature and amount of credit enéreguirs who in turn bring
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business to the bank. In this sense BM Mr. Fernama® managed Silva’s

account as a true banker.

8.2.2.1 Manager-recoveries (M-R): Case Il

Mr. Silva pays gratitude to the Manager—RecovgiiésR) who had re-adopted
a comprehensive customer-rehabilitating approacén egoing beyond his
authority (informal) and reaping the results of imgenuity and customer care
(rational). The M-R had a practice of re-structgrand transferring such loans
with new facilities beyond his authority to showyeémpressive performance
and managed to secure raises and rapid promot®mgekh Though the credit
decisions made by the M-R in favour of Silva seational according to the
research participants the decisions were made niaily without proper

authority. There was no substantial evidence avigldor major personal

gratifications offered by Mr. Silva to M—R. The miggobable reason for the
informal decisions by the M—R could be that theemtion of impressing the
management on his performance for rewards. Thisvsh® kind of “petty

corruption” that prevails in the system and whemethe opportunities arise,
bank officers and the customers are very well mexpado resort to informal

methods.

8.2.3 The Credit Officer (CO) and the CM—R: Case Il

The Credit Officer (CO), who was in charge of S#vaccount after Fernando’s
transfer, had a personal grudge with Silva anddactationally (overcharging
interest and delaying payments, etc.). He pretetikiche was applying formal
banking rules and declined credit to Silva whilerasaing him for

“irregularities”.

Chief Manager—Recoveries (CM-R) was a senior baaikérhe too seems to be
following banking practices to the letter. He quyckliscovered that former
officer had accommodated Silva without proper amthoHe was yet to
impress the Management on his skills and performa@®1-R did not believe

Silva’s appeal about his business prospects, mdybdo adverse comments by
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the CO of the branch, and declined further crediso Silva did not have
gualified accountants to provide “convincing” fircal projections about his
business prospects. CM-R was contemplating to sanletter of demand
threatening legal action against Silva and his ausich was mortgaged to the
Bank. The Management agreed with CM-R’s recommémuatind Silva was

helpless.

8.2.4 Credit-decision classification

It is manifested that there is diversity in deamsmaking in the Soft Bank and
this might be common in Sri Lanka as a culturalrmenon. These decisions
on credit mechanisms depend basically on the atyhentrusted to the
decision-maker, the ability and the willingnes$eaking or following rules of
credit policy. These decisions can be classifiedammgfully using two
variables namely method used (formal or informahd ananifested sense
(rational and irrational). Therefore, four decisitypes are identified: Formal—
irrational (the type followed by CO and CM-R); Infeal-rational (the type
followed by M-R); Formal—rational (the type follod/dy B—M) and Informal—
irrational (the type followed by the Chairperson)CO and CM-R strictly
followed rules therefore, formalities were adhetedbut did not care about the
consequences are therefore, looked irrational. MialRle decisions which were
beneficial to both the decision-maker and the ¢ragdplicant, therefore they
looked rational but he had to follow informal metlsosince formal rules
prevent making such decisions. B—-M managed withim formal system to
support credit applicants as well as develop bgsirtberefore, those credit
decisions looked rational. The Chairperson maderinél decisions because he
was powerful with legitimate authority to break thaéles but he provided
“solace” to the “needy”, to people who were *“clfose him and therefore,
looked irrational in the business sense. Thesesidecmakers are summarized

in Table 8-1 below with characteristics and attidsudiscussed.
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Table 8-1: Matrix of Credit Decision-Making

Manifested sense

Variable
Rational Irrational
Formal B—-M CO/CM-R
Method used
Informal M-R The Chairperson

Source: Compiled by the author

8.2.5 Rule-breakers are treated differently based on theiaccess to power

This type of informal decision-making was possib&cause of a lack of strict
application of set systems and procedures witherbdmk. Although banks have
very well written policy and procedure manuals fopst of the processes
especially in outlining the delegated authorityelsy the Soft Bank culture was
influenced by the informal methods used by the M@nzent and it was known
that rule-breakers were not punished properly doefavoritisms. Mere

documentation of guidelines to follow the set desuwill not serve the actual
purpose of setting up systems. The people invoivede systems should make
sure that delivery of quality output is what is mosportant to achieve the

corporate goal of the organization.

This was clearly evident in Case lll as the redeparticipants were of the view
that M—R would not have been punished if he antherclient were from a
powerful social class. On the other hand, whenftdmnal credit evaluation
procedures applied, Silva’s credit application wagcted; because there was
no backing from the client to influence the highathority in the bank, because
he is not a privileged powerful individual, and aese his financial projections
were not vetted by accountants. This phenomenduariker discussed below

using Marxian critical lenses.
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8.3 Role of accounting as a Marxian general-intellect

The accounting system is capable of recording th#aits of the most
unscrupulous money-lender or crooked businessmé#afmgy, 2005, p. 81).
Hooper and Kearins (2008) stress the importandbeofole of accounting as a
key technology in facilitating the exploitation nteamism. They point out that
accounting is a means of serving the owners oftalajpi accumulating wealth.
Both credit decisions in Cases | and Il providedeuce to show exploitative
use of deposit funds in the Soft Bank based onwatow projections without
following proper banking procedures. The borrowessd cash flow projections
to prove their business prospects; on the othed i@ Chairperson used those
cash budgets to convince the board of directonstify his casual decisions.
The role played by accounting in these two casdpgebethe borrowers to
exploit credit facilities for non-feasible projectshile helping the Chairperson
to boost his image. Hence, this research strengttienMarxian critical claim
that, the accounting function plays a significaolerin the concentration of
wealth through the exploitation and credit mechasisThis process in turn
results in sustaining or even increasing the gapealth between those who are

powerful/influential and those who are powerless.

The relationship between accounting and explomago beyond the technical
level of facilitating to justify the exploitation @hanism hence the owners of
capital are protected (Chiapello, 2007). The cidiewen when badly kept and
useless as a decision aid, accounting contribotélet legitimacy of practices
originally considered illegitimate” (2007, p. 2649 well endorsed by the
Chairperson’s behaviour in Cases Il and Ill wheere dot his illegitimate
decision converted into a legitimate one by radificn using cash budgets—a

tool of accounting.

Identifying the problem is a major intellectual pessibility and exposing the
roots of exploitation is a precondition for libecat;, Dillard and Tinker (1996)
insist that bringing structural contradictions irdonsciousness and to develop

them to the highest level of instability is one pase of critical accounting
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research. The evidence provided by this reseamtheiustrengthens this claim.
Further Case Ill, where the credit applicant wageated brings such
discriminating deeds and the increasing importaridatellectual systems such

as accounting in exploitation mechanisms into ciousness.

In a macro point of view, when productivity motiveecome secondary to
political ones such as in Cases | and Il, the actiog reports were rarely
discussed or used for accountability and accourgysgiems were seem to be
maintained only as a regulatory requirement totilegite events to external

bodies and the populace (Wickramasinghe & Hop@d32

8.3.1 Addressing the research questions

As De Brunhoff (2003) suggests financial activityosld be taken out of the
hands of the rich owners of money capital and 1eggdl by the state so that
some deserving powerless individuals like Mr. SilmaCase Il can not only

develop their businesses but also save their holibes case provides evidence
for De Brunhoff's claim that entrepreneurs and vessk should not be

dependent upon the interests of owners of capitishould not be at the mercy
of bureaucratic banking officers.

But De Brunhoff (2003) suggests that “it is necegsa understand more fully
the complex relationship between financial and gtdal capital, and the
respective roles of financiers and entrepreneurscapital accumulation.
Therefore, lack of support from the government ieveloping business
enterprises appears to have a detrimental impattteoformal banking systems.
That is, in the absence of regulatory policies an@¢onducive economic—
political environment, the contribution of individu characteristics of credit

decision-makers may be fostered and amplified.

The central research question in this researctDs ¢redit mechanisms and
income/wealth inequality create a mutually reinfagc cycle in Sri Lankan

society?” The supportive other research questions are:

» Are credit decisions made in favour of influenbakinesspeople?
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* Are certain demographic groups at a disadvantagehtaining credit?

* As a result of favourable credit decisions, couifluential groups of

people get richer and more influential?

» Are “ability to obtain credit” and “becoming morenfluential” mutually
reinforcing?
To build up arguments to the central question iigsful to address the above

four supportive questions first.

8.3.2 Social power and access to credit

Are credit decisions made in favour of influentialsinesspeopleAnd Are
certain demographic groups at a disadvantage inamtig credit?All three
case studies provide evidence to substantiatel#@ivs of certain researchers
discussed in the preliminary literature review préasd in chapter one. For
example, the Governor of the Bank of England cldimas the access to start-up
or early-stage finance for disadvantaged grouppoor neighbourhoods is a
problem. Silva in Case lll is from a “disadvantaggcbup” in a “poor-
neighbourhood” and access to capital through cnedg truly a problem for

him.

Another argument was that “budding entrepreneuns fdifferent demographic
groups do not have similar opportunities in accesdinance; some groups
have less access while other groups have moresatzdmance capital’. With
the evidence provided in this research, this arguroan be restated as “certain
poor entrepreneurs have less access while powmnihesspersons have more

access to credit”.

Another claim is that a growing body of evidencggests that owners of small
businesses from some demographic groups may hasedeess to institutional
financing (Bates, 1973; 1991; Cavalluzzo & Cavalyz1998). This research
has added further proof to this growing body ofdewice to strengthen the
argument that there is discrimination in lendingdxh on social status and

economic power. This means poor/powerless groupsi@criminated against
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in provision of credit because they lack certairalifies and factors such as

money, inclusion and networks, etc. which are ppaistes for obtaining credit.

The criticism of banks for their dominating role pnoviding finance to SMEs
because there are very few lenders who facilitsgent (Whincop, 2001) is also
substantiated by the case study stories in thisareh. Banks, when run under
autocratic leadership, especially when systemsliaregarded and management
is weak put SME credit applicants such as Silv&ase Ill on the receiving

end.

Therefore, the claim of Marx and Engels that thgitadist class, who own the
means of social production, control society andstrmict values and social
relationships in their own interests is further stabtiated by the evidence
provided in this research. Further, in the conterapo context capitalism
promotes separation of the poor from the whole renment (James (2008).
This is the Marxian concept of “alienation”; witegard to workers, but now it
is apparent in almost every field where every-d#e s commodified
(Dominelli & Hoogvelt, 1996; Tinker, 1999). Caseudy Il provides
verification for such alienation where agents disgrate or deny the rights of
one group of people to protect and/or strengtherthen group in society. It is
argued that “people are poor today because of dilaré of the financial
institutions to support them in the past. Like thght to food, clothing, shelter,
education and health, credit should also be rezednas a fundamental human
right” (Yunus, 2007, p. 2). But this right was deahito Silva who was desperate
to save his business and house. Silva had prodisobusiness acumen and
enterprising skills. The only lapse on his partnsgeto be “overtrading”
especially without a “cordial relationship” withshbankers. But what Silva did
not have is the social power or membership of aguhw social network to

support him in finance capital when he was in need.

8.3.3 Access to credit and social power are mutually refiorcing

The other two supportive gquestions aks a result of favourable credit

decisions, could influential groups of people geher and more influential?
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And Are “ability to obtain credit” and “becoming morenfluential” mutually

reinforcing?

According to case studies | and I, the creditlfaes were granted casually on
a personal basis without following the policies gmdcedures of the bank.
These favourable credit decisions helped the barswo remain in the market
doing “trial and error” businesses masquerading &successful”
businesspersons and enjoying government concessions business
development programmes such as long-term leaset$,laxport promotions
and tax advantages, etc. This situation enablesirntiestrial capitalists to
accumulate their wealth even though they and tbains are classified as bad
by banks. The loans are serviced with further boimgs. On the other hand, in
particular, these accounting treatments facilitatteel financial capitalist (the
Soft Bank) to declare some unearned profits anticatly push the non-

performing loans down to dress up the financiakstents.

Therefore this capitalist credit mechanism is regpiifor financing new
industrial investments, and it also centralizes rieney of all social classes.
Owners of small savings are passively involved he process, while the
ownership of financial assets is highly concenttaie the hands of a few
wealthy people, including some industrial capitalisThis concept of extreme
extraction of value from a group of people in thecisty, is termed as

exploitation in Marxism.

Marxian critical theorists argue that, in the fiséhge of capitalism bankers and
industrialists set the ground rules in distributitie benefits with ultimate
power balancing between capital and labour. Theidies investigate how
capitalist forces influence decision-making/lendipgpcesses by weakening
state power (economic—political environment) antbring the role of peaple’s
abilities, and the skills of bank professionals ahthe same time enhancing the
social power of a few “real” decision-makers in geztor. It is evident, in these
case-study stories, that most individual, socidlucal and economic-political

factors are collectively directed towards protegtime social power of an
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advantaged class of the capitalist society. Sqmaler, privilege and inclusion
in various activities are intertwined with posseasiof money in capitalist
society, meaning that the economic power affordgdnbney eventuallyeads

to social power. Therefore, social power becomeduhdamental driving force
for decision-making based on preferred social nommthe state and private

institutions, particularly in the finance sector.

And, in societies where commodity exchange is widesd, the economic
power afforded by money naturally leads to socialver. “Money is the
monopolist of the ability to buy, or in Marxist teinology the ‘universal
equivalent™, (Lapavistas, 2003, p. 70-71). Casemsd Il provide evidence to
strengthen this argument and therefore, it is ewxiddat, as a result of
favourable credit decisions, ‘influential’ groups meople could get richer and
more influential—*ability to obtain credit” and “leseming more influential”

seem mutually reinforcing.

Based on the above analysis, the central researestign is addressed below

with a macro-level discussion using Marxian crititeeories.

8.3.4 Discussion of the central question

Do credit mechanisms and income/wealth inequalitiesate a mutually

reinforcing cycle in Sri Lankan society?”

According to Marxian analysis, the distributionpobfits between entrepreneurs
and finance providers is awkward, but this accuthutaof capital needs both
of them. The credit system transforms idle mondyp ilmans that can earn
interest for their owners and redirects it backatcumulation. This loanable
money capital, Marx says, “no longer passive buivagc usurious, [and]

proliferating capital” (1978, p. 569 cited in Lapstas, 2003, p. 70). Case-
studies | and Il provide facts to strengthen theXida claim that, the credit
system is a serious weapon in the battle of competand forms a significant
social mechanism for the centralization of capidéo, Case Il provides proof

that a lack of money translates into powerlessnésgrivation and exclusion
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from several social activities for the majority thie poor under capitalism. In
capitalist society, successful participation iniabaffairs depends less on a

person’s abilities and skills and more on possessiononey.

Inequality is a global phenomenon. Some researchsgge that economic
development that was basically conceived in terfriadustrialization and that
liberal democracy did not bring marked change ® phoblems of the Third
World countries (Schuurman, 1993). The external ssquees, including
privatization and import liberalization, eventuatiseate more opportunities for
accumulation of wealth to the group of influentiabitalists, making them more
socially powerful. Hence, the issue of income/weailtequality in a country
cannot be separated from that of the widening gefwéen rich and poor
countries through globalization of business andough propaganda for

privatization to weaken State power especiallyamedoping countries.

The Marxist interpretation is that inequality is séructural component of
capitalist accumulation in a world economy. Theinudite result of these
influences from international capitalist forcesaisontinuous widening of the
gap between rich and poor nations further increasiter-country inequality.

The major tool used for this purpose is the heasagditional hold of financial

capital controlling the access to it by the poourddes. Despite the huge
differences among development studies scholarg,alh@gree on one fact: that
economic development in the developing countridsamntinue to be hindered

by continuous structural roadblocks—including asaescredit.

Kuznets’'s (1955) assumptions, inferences and evacts® such as the

economic development of a country would trickle dave benefits to the poor
and would reduce the gap between the rich and paee been proven false by
the history. For example, the share of nationabnme enjoyed by the poor has
been continuously reducing in Sri Lanka and wa®ntepl as 1.08 percent in
2003 (The Central Bank of Sri Lanka, 2008).
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There seems to be a barrier between ordinary psopletential (through
abilities, ideas and skills) and access to mongjytalain the capitalist society.
In the meantime, people (with or without abilitieeas and skills) who possess
money could gain the potential and reap the bemdftore seriously, when
access to money capital is coupled with true p@kentth ideas, abilities and
skills, it could have an undue advantage over miessypeople and on

exponential effect in accumulating wealth.

Based on the evidence discussed above, it coulthdmmetically argued that
there is a tendency to make credit decisions baseg@referential measures
when the credit applicant is socially and econoityiggowerful and the lending
decisions are made by abusing legitimate authasitgrruling the normal
banking practices for credit evaluation. Explorifgm a Marxian critical
theory perspective, Lapavistas (2003) explains thetives behind such

arbitrary lending decisions as follows:

Social power, privilege and inclusion in variousidties are intertwined
with possession of money in capitalist society. dapitalist society,
successful participation in social affairs deperess on a person’s
abilities and skills, and more on possession ofeydp. 64).

Therefore, all individual, social-cultural and eoamc-political factors are
collectively directed towards protecting and sttbeging the social power of
an affluent class within the capitalist or feudatisty. The economic power
afforded by money eventuallgads to social power and in turn, social power
becomes the fundamental driving force of arbitiafgfmal decision-making in
the banking/finance industry in Sri Lanka. Thencdese the powerless are
ignored, the poor class is neglected. Equally, latkmoney translates into
powerlessness, deprivation and exclusion from sé\sarcial activities for the

majority of the poor under capitalism.

The next section elaborates this discussion futblyeinvestigating the possible
reasons and motives behind these irrational amnrdl credit decisions which

are made differing to preferential social norms.
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8.4 Informal decision-making model

When the informal decisions involved the decisioakers at the highest level
in the bank, it is more likely that the decisionkeawas influenced by the
motives of power-boosting through the credit anglexation mechanisms
backed by accounting technology coupled with thedn& achieve esteem
needs. But when the informal decision involves teeision-makers at the
middle level of the hierarchy of the bank, it is madikely that the decision
makers are influenced by genuine banking spiritnmtivated by rewards
expectancy. The powerful decision-makers disregystems and abuse their
authority to accommodate socially powerful credgplicants. The credit
applicants from the disadvantaged group of peopdedaclined through strict

application of banking rules.

For the decision-maker, the ability to break théesuis intensified by the
presence of a weak board of directors, weak org#pizal structure and
unprofessional procedures. It is also promoted i cultural and egoistic
motives of accommodating informal requests backeddnitimate” decision-

making authority.

Lack of support from the government in developing SME sector seems to be
having a significant impact on the formal bankingstems with regard to
financing SMEs, both formally and systematicalljne§e forces collectively
increase the propensity for creating on informatislen-making process
especially when the organizational structure is kwe@hese factors are
summarized and presented below in a model illusdrat Figure 8-1: Arbitrary

Credit Decision-Making Model.
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GOVERNMENT POLICY ON SME BVELOPMENT
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8.5 How and why are credit decisions made informally ad

differently?

Case studies | and Il show that informal lendirgsplace, when the decision
maker: (a) has unchallenged authority and; (b) wiisenced by motives such
as ego, self-esteem or favouritism. The case studi#a analysis in chapter

seven also revealed that this informal lending malt occur just for reasons of;
a) benefits to the institution (bank) and/or decisinaker; or
b) the personal relationships or gratifications; or
c) technical issues such as the extra liquidity pasitf the lender; or

d) patriotism/nationalism or social responsibility. tBinese factors may

have had an impact in influencing the decision-msake

The case studies show that, when the decisions mwade at the highest level,
the informal lending decision might have been made a result of a
combination of social attributes such as social grpunfluence, inclusion and
prestige, individual traits such as self-esteeno, @nd individual aspirations.
Marxian analysis argues that these individual drate super-structural. As
discussed in the literature review chapter, stmecplays a vital role in shaping
one’s motives. The structure under review is classed capitalism and
therefore, capitalists ‘favour’ their fellow cagitds to strengthen their social
network and boost their power, as is evident i thsearch. Also, the findings
of this research support Goulet’'s (2002) notion tba interconnectivity of

vested interest and disproportionate political powk privileged classes and
show how these essential attributes of bank c#gigah Sri Lanka contribute to
enhancement of their social power which, in turopdis the capacity of

decision-making within the credit mechanism.
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8.5.1 Petty Bourgeois

With regard to the justification of lending to amt@mobile manufacturing
company in Sri Lanka, Allahar’s (2004) theory oktty bourgeois nationalism”
partly but convincingly explains the possible mesvof the finance provider
who is a traditional business individual, because petty bourgeoisi is more
traditionally in favor of protectionism according tlass-bound nationalism.
They are unable to compete internationally, usekesaach as nationalism and
patriotism to promote and protect their specifmally produced goods and
services. This powerful class places their egoistierests and symbolic gains
before the economic interests at large. Thesetiwadi businesspeople, who
could not completely alienate themselves from teedél paradigm as the
capitalist class did in the industrialized cousdriare not sophisticated enough
to compete internationally and their business stricted to the local market.
They use masks such as nationalism and patriotgonamote and protect their
specific spheres of operation: local industry, loosnufacturing, and the
exchange of locally produced goods and servicelalgar, 2004)In the case of
Lan-Car Ltd., this exchange of goods and servisedaarly evident where the
Soft Bank Chairperson provided ‘market support’ pyomising to buy
automobiles from them in addition to provision afaincial capital. What the
Chairperson was primarily targeting was the putlievhich is an essential
requirement to boosting his popularity and theretorenhance his social power
base.

Further, as Munck (1986, cited in Allahar, 2004es$ed, nationalism matters
because people die for it but the motive is noarcl@herefore, analyzing and
interpreting the behaviour of such petty-bourgesis useful endeavours and

important in discovering the motives of such iwatl decision-makers.

8.5.2 Four birds in one shot
The Chairperson made credit decisions to disburaesl and blew his own
trumpet to the board of directors of the bank allusitbusiness development’

drive while showing off to the general public abdus ‘patriotism’ to the
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country. The Chairperson was aiming at four biith one shot, i.e., fulfilling

egoistic motive, strengthening his position as@mairperson of the Soft Bank,
becoming more powerful as the President of a satéority and boosting
popularity among the general public. The more deviand “smart” these
performances of these types of individuals are riwe they achieve their
personal goals at the cost of public funds, custodeposits and minority
shareholders. This argument is built on the claindooper and Karin (2008)
on the wealth confiscation through the Marxian @picof an Exploitation

Mechanism.

8.5.3 Exploitation of minority shareholders

On the other hand, even small shareholders aretaffeby such decisions
which hamper the institution’s profitability, rehs and therefore distribution of
dividends. Moreover, publicity given for such rislending decisions creates a
negative image for the lending institution among tusiness and investment
community and sends adverse signals to researdl ahistockbrokers and
other companies with large investment portfoliohe Tinvariable result is
circulation of unfavourable research reports on tdrget institution by those
researchers and, the natural consequences ar@asedreselling pressure and
depleted demand to the shares of such instituiodsultimately the inadvertent
crashing of the share price. This scenario hds,littr no effect at all, on the
managing owners since they do not expect genuisinéss returns such as
dividends or capital gains but numerous other retiguch as fringe benefits,
other perks and fulfilling their other motives suat “feeling powerful”. The
ultimate sufferers are the small shareholders of ompanies and sometimes
its employees. But in the worst case scenario tyipis of loss of confidence can
infiltrate into the general public and could reswmita “run” on deposits and
finally could be exposed to a collapse as was evigtethe case of Soft Bank in
2008.

Due to resulting low share prices, these instingiare not exposed even for

take-overs, hostile or otherwise, because the preseners have the controlling
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power with more than 50 percent shareholdings. Blesumulation of share
ownership has been carried out by making use abtbgholes in the regulatory
policies and procedures regarding ownership reégmis. It is interesting to note
that, the share price fell by 50 percent from LKR@8.KR14 during the ‘run’
in December 2008 and, when the CBSL had to intervend changed the
management by appointing a new Chairperson andaadbof directors, the
market quickly responded by bouncing back the sheoce to LKR24 and since
then it has improved gradually, and touched LKRRsing the gap with the
industry PE ratio in January 2009.

It is quite interesting to conjecture why bank talsts would take such
exorbitant risks in lending money especially whéwe tprevailing risk-free

government securities carry rates of interest highan the average rate of
interest offered on deposits. Banks are in a veryfortable position to make
their margins which are moderately thin but steandg secured. Such irrational

behaviour by owners of financial capital has véitiel justification.

8.5.4 Importance of State intervention

Lack of state support could result in detrimentaipacts on financing
enterprises, forcing certain decision-makers to enakinformed, informal and
sometimes illogical decisions in their own intese®ut if the credit mechanism
is completely regulated and monitored by the stat®larxian theory advocates,
there would be momentous changes in the whole tateiof the capitalist
accumulation of wealth. Therefore, De Brunhoff (2D&uggests that “it is
necessary to understand more fully the complexioglship between financial
and industrial capital, and the respective roleBnainciers and entrepreneurs in

capital accumulation.

It has been revealed by surveys of small busing$sesxample, in Sri Lanka
and Tanzania, see section 2.5.2) that State supgovital in developing

business enterprises. The suggestion to strip tweeys of rich owners of
money capital because the entrepreneurs shouldealependent upon the

interest of such decision-makers is further sugabhty this research. Had there
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been a proper SME development programme in Sri daftke three credit
applicants considered in this research would haaenhbin a better position.
Tony and Yusoof would have been advised appropyieded been guided
straight to viable projects. Yusoof realized thendcar was not up to standard
lately, collaborated with Korean manufacturers aimhndoned the original
project. Silva may have been offered financial bapkand business strategy
assistance. The Marxian perspective is that stageviention is part and parcel
of capitalist development though the promotion apitalism did not mention
that explicitly. These cases confirm Isbister's Q20 argument that “It is a
serious misunderstanding of capitalism to thinkt thaconsists of a private
sector alone or that it stands in opposition toegnment” (p. 38). It is evident
that capitalists while opposed to certain governnpeticies, widely depend on
governments but without proper guidance from theegument these petty
bourgeois “nationalists” just go on gut feelingli®nced by personal motives
such as those seen in case-studies | and Il. M®AER97) criticism of
Smithian/neo-liberal arguments about governmentsbatacles to capitalism in
the contemporary Third World are analogues is ptoxadid. It is worth noting
that Saad-Filho’s (2003) claim that

“...developed markets arise only through state imetion. The state
establishes the institutional and regulatory frawdw for market
transactions, including property rights and lawoecément. It regulates
the provision of infrastructure, ensures that althgatrained and pliant
workforce is available, and controls social conflithe state establishes
and regulates professional qualifications and thecoanting
conventions... (2003, p. 9).

8.5.5 Credit mechanism is a terrible social mechanism

The credit system transforms idle money into activeney capital and, in
society at large, the economic power afforded byneyonaturally leads to

social power.

The discovery in case-study lll is that, when thi@imal decision-making was

involved at the middle and lower management leddsjsions might have been
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made as a result of rewards expectancy on perfarenand/or reciprocation
expectancy from the parties involved. On the ottend it was observed that
Mr. Silva is powerless—he lacks the social netwddk reach the top
management of the bank. Also note that Superclean small enterprise and

therefore it was ignored.

One discovery in cases | and Il is that the captwlfrom the finance and
industrial sectors act together in exploitation asda result they get richer and
more powerful. The implications vary from lost opjpmities to waste of
resources. The important elements of this reasamiagdentified as the credit
mechanism and the role of accounting as a techpdlmgsmooth functioning
of the exploitation mechanism. Certain capitalisteen use masks such as
“nationalism/patriotism”, or “social responsibilityo maintain the capitalistic
socio-cultural structure which, in Marxian analyssdetrimental to economic
development as well as to the equal distributiomobme/wealth of a country,
among its people. Also the impact of such systeaes doeyond the boundaries
of countries through “globalization” and contribsiteowards widening inter-

country differences as well in terms of economicedepment.

8.5.6 Structure over ideology and institutions over indivduals

Arbitrary/informal decision-making is encouragedemhstandard systems and
procedures are not effectively implemented in aganization. Especially,

financial institutions are supposed to have, arel thenerally do have, well
written policy and procedure manuals in accordamdgth the regulatory

requirements. Although industry standards of thd_&nkan banking sector are
comparable and on par with international standdoglgating agencies, the
banking culture, as discussed in detail in the tdrapfive, six and seven, is

highly contaminated with traditional arbitrary metts.

Therefore, it is not only the need for individuaiwer that generates arbitrary
decision-making but also the systemic stimulandsioed by the institution and
the social network as a whole, because, as theidMacxitigue suggests, power

is held by capital and exercised on its behalf.
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CHAPTER NINE

9 CONCLUSIONS

9.1 Introduction

This research on the credit mechanism in Sri Lasl@oneering. The previous
research elsewhere provides evidence for the existef the discriminatory
nature of financing, and the subsequent negleatlisddvantaged groups in
society. This research takes that premise furtlyearb empirical investigation

and attempts to link it theoretically to the coyigtrincome/wealth inequality.

The central research questiomd‘ the credit mechanisms and income/wealth
inequalities create a mutually reinforcing cycle 8ri Lankan society?is
answered by combining the arguments developed fthrthree case studies.
This research provides empirical and theoreticalence to argue that there is a
possibility of a relationship between the creditcimism and income/wealth
inequality in Sri Lankan society and, this relasbip seems mutually
reinforcing. Further, the research findings streegtthe Marxian critique that
accounting plays a significant role as a technolagye credit and exploitation
mechanisms. The findings of this research are uséfu optimizing
understanding of the credit mechanism and someviiiral aspects of credit

decision-makers in the Sri Lankan banking industry.

The conclusions are helpful in formulating policiésr more productive
financial capital mobility systems in Sri Lanka amtther similar countries. This
research reveals that the implementation of prgudicies and systems with
regard to credit mechanisms warrants state intéovenThe Soft Bank crisis
showed that crony capitalism, which facilitates theploitation mechanism at
its extreme and enables the credit mechanism t& mainly for the rich, is not
sustainable. Such credit mechanisms waste resoarmksgnore the need for

nurturing potential projects, which in turn creatadblocks for employment
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generation and economic development, and help ép kbe poor frustrated,

finally resulting in maintaining income/wealth ingality.

9.2 Summary of the three cases

Case study:1Tony Group: a garment manufacturing business, Wwashighest
single foreign exchange earner in Sri Lanka but stasggling with a lack of
orders and liquidity problems and the consequengerse dire with huge
probable redundancies. Tony had a close relatipnsith the Chairperson of
the Soft Bank as both are powerful businessperddmsvas privileged to get a
quick meeting with the Chairperson. After a shisigndly negotiation, with the
help of accountants, Tony secured a US$4 milliceditrline over the table,
without formal credit evaluation. The Chairpersarstified his decision on
sympathetic (social responsibility/patriotism) gnas and cash flow projections

provided by the accountants.

Case study Il Yousef: a car manufacturer in Sri Lanka, was stinggwith
regulatory authorities and financing problems. Diener, Yousef, of Lan-Car
Ltd. was powerful enough to contact the Chairpersiothe Soft Bank directly,
and was privileged to get an instant credit linghaut formal credit evaluation.
However, the company’s automobiles had been refusgidtration because of
roadworthiness and safety issues. The Chairpergastification was under the
mask of patriotism, to save foreign exchange, eiad was supported by
positive cash flow projections made by accountamtsese informal credit

decisions were unjustified as demonstrated.

Case study Itl Silva was a powerless janitorial-service enteggristruggling
with a loss of business and financing problemsvaSprospered fast at the
beginning and he assigned his success to the Britantager (BM; credit
decisions were formal and rational). Then, Silva ba deal with the Credit
Officer of the branch but was not comfortable beseawf some personal
grudges (CO; credit decisions were formal and )igglit Silva recovered with

the help of Manager—Recoveries (M-R; credit densiavere informal and
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rational) who went beyond his authority to grargdit to Silva. Finally, Silva
ended up with the Chief Manager— Recoveries (CMeifedit decision was
formal and rigid) who applied the rules strictlydailva lost his house and was

imprisoned. M-R was fired.

Based on the above case analyses, the outcome afigbussion of the other
four research questions is that there are crediisibms made in favour of
influential businesspeople and therefore, cert@malgraphic groups are at a
disadvantage in obtaining credit. As a result afhstavorable credit decisions,
certain influential groups of people become riclaard more influential,

therefore, it is inferred that, the “ability to alnt credit” and “becoming more

influential” are mutually reinforcing.

9.2.1 Post-research events

Post-research events enhance the credibility ofiéie collected in this research
and are useful in verifications and validationsctdims and arguments and

therefore, increase the dependability of the outcoirthis research.

The instant credit extended to the garment manufeccin Case | and the car
manufacturer in Case Il directly by the Chairpergoaved futile. Both the
credit facilities were classified as non-performingns (NPL) later. By 2006,
the Soft Bank’s NPL levels, at 12 percent of tédalns, was the highest among
the banksThe Soft Bank rating outlook was downgraded to tiegay rating
agencies based on weak solvency, slow NPL resalutiesufficient internal
capital formation and challenges faced in raisiegti equity capital. The level
of profitability of return on assets of 0.7 percasdupled with its high dividend
payout ratio of 42 percent of profits after taxgeéther with bad debts prevented

internal capital formation to improve solvency.

The middle-level recovery manager, M—R was fireduoauthorized decisions
which included granting credit facilities to Silvddowever, the research
participants were of the view that M—R would notvéaeen punished if

he/clients were powerful/rich/influential. M—R islisrespected among his peers
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for his knowledge and skills. Silva’s credit applion was declined based on
formal credit evaluation. Silva is not influentiak is not a powerful individual,
and therefore the bank proceeded with legal aatidding selling his house to
recover his debts. Also, Silva was jailed for n@ypent of employee

provident fund contributions.

Soft Bank faced a ‘run’ in late December 2008 doeat loss of public

confidence in the Chairperson. The Central BankSof Lanka (CBSL)

intervened and rescued the Bank. The Board of Rirscof the Soft Bank,
including the Chairperson, was removed by the CBBie management was
handed over to another stable bank in Sri Lankath#eefold increase in
provisions for NPLs, which were largely extendedhe group companies by
the new management, substantiates the claim teditdrad been provided to

connected parties on preferential norms withouper@valuation.

9.3 Research conclusions and contribution to knowledge

Five individual credit decision-makers and theiurfodecision types were
investigated in relation to the credit mechanishe tnit of analysis of this
research The case studies focused on the behaviour of deemakers, the
organization structure, the management style ofSbf Bank and the credit
culture in Sri Lanka at large. The discussion @h@round the links between
accounting technology, social mechanisms and inbee#dth inequality as a
global phenomenon. Therefore, this research isidgysin both the micro level
(individual or institutional level) and a macro é&\income/wealth inequality,
accounting and the credit culture in Sri Lanka).oTtheoretical models are
proposed forinformal Credit Decision-MakingFigure 8.1) and on increasing
income/wealth inequality These models were developed by combining
empirical evidence and theoretical interpretatibrihe research questions and
answers. The core findings of this research areemted below as empirical
findings: Marxian theoretical confirmations, metbémgical derivatives and

combined conclusion.
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9.3.1 Empirical findings

Credit applicants Tony and Yousef, who were sudfitly powerful and/or
privileged to reach the ultimate decision-makinthatity, were at an advantage
and were successful in obtaining necessary finafare their projects.
Conversely, the credit applicant, Silva, lackingciab power or any other

influence, could not obtain the necessary finamzk therefore, failed.

The social power involved was such an influentsdtdr it could even reverse
regulators’ decisions, so that Yousef's unroadwoethtomobiles were declared
to be road-worthy. But this power or influence wast available to the poor
enterpriser to turn around his small and viablemieg business during hard

times.

All three credit applicants had failed formal cteelaluation. In fact Tony had
been reported to the Credit Investigation Bureaw&fault by four other banks
and Yousef's fibreglass automobile had been rejeddy authorities on
regulatory grounds, lack of road-worthiness anetyafBut Tony and Yousef

were successful in obtaining credit while Silva wiériminated against.

All three case studies provide empirical evidenoetlie claim that the
application of credit rules had become a negatiegiog in this particular
banking environment. These credit rules are meartet superseded by the
decision-makers to provide credit to all businessemll, medium or large. But
encouraging poor clients can have a negative eftectdecision-makers’
prospects as is evident in the Silva case wherdtie was fired for “abusing
authority” by superseding rules and providing crediSilva, a deserving credit

applicant.

Both Tony and Yousef had qualified accountants wayKor them. They had
the capacity to provide professional project repofeasibility studies with
convincing cash-flow projections and profit foretsaso justify their credit

requirements. But Silva was a small businessman labked the power of
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accounting technology to convince the credit decishakers and to pass the

credit rules’ requirements and therefore was notessful in obtaining credit.

In the decision-making process, it is evident #@tounting tools such as profit
planning and cash-flow projections play significaotes in justifying credit

decisions. The credit applicants supported by fjedliaccountants have an
advantage in obtaining favorable credit decisioftse small credit applicant
who cannot afford qualified accountants and withubfessionally prepared

cash flows” etc., failed to convince credit deaisimakers.

This research revealed that the credit culturerini&ka is contaminated with
informal methods. The informal nature in this derismaking is known but not
in its entirety to all the role players in the manism. Yet it plays an important
role in financing businesses, especially to theaathged groups of society.
Informal methods were apparent on all fronts in plhecess, from both credit
applicants as well as credit providers, at all levfeom small to large clients
and from the junior credit officers to the top-lev@ecision-makers. These
informal methods are more effective when it invelveowerful individuals

rather than ordinary persons.

It was also evident empirically that the state geB and systems on
entrepreneurial development and business finareiagveak or not in place at
all. The inconvenient process and the difficulteagperienced by Yousef is an
example showing that there was no proper systerpldone to evaluate the
viability of such projects, especially when they an the national interest,
involved economic policy issues and required largsources. Also it was
revealed that businesspersons lack confidence istilex systems and
regulatory frameworks. On the one hand Yousef did agree with the
regulators on the non-viability of his automobil®ject while the Chairperson

viewed the regulators as obstacles.

Much diversity was observed in credit decision-mgkin Sri Lanka during this

study. The credit decisions are largely dependenthe extent of authority
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entrusted to the decision-maker and his/her akdlitgl willingness to break or
follow the rules of the credit policies and crediiministrative procedures.
There is empirical evidence to claim that the Qbeison was steered to
informal credit decisions largely by his desirestoengthen his network, show
his powers and to project himself as a saviourh&figless entrepreneurs” and

he used masks such as patriotism to justify hissaets.

It was empirically revealed that import protectsmiis promoted with ulterior
motives. This might be due to a lack of proper @glsystems and institutions
to identify and nurture potential entrepreneuriajg@cts. The petty-bourgeoisie
is more traditionally in favour of import proteatism. The traditional
businesspeople, who are not sophisticated enougtortgoete internationally
and whose business is restricted to the local mankse masks such as
patriotism to promote and protect their specifiheses of operation: local
industry, local manufacturing, and the exchang®cidlly produced goods and
services. This exchange of goods and serviceg#slglevident where the bank
Chairperson provided market support by placing etenin advance to buy
automobiles from the borrower in addition to gragthim financial capital. It
was also revealed that state sponsorship in asgessialuating and developing
projects is not encouraging or not in place at &8His situation has led to
making credit decisions which are naive and byngkin uncalculated risk, or
on a trial and error basis. Therefore, resources waasted, potential

projects/entrepreneurs are neglected and econ@weapment is hampered.

9.3.2 Marxian theoretical confirmations

The importance of the role of accounting as a kefirtelogy in facilitating the
credit mechanism and exploitation mechanism is feat@d in this research
too. Both Cases | and Il provide evidence to shbe éxploitative use of
deposit funds in the Soft Bank without followingoper evaluating procedures
but on professional accounting projections. Therdwers used cash-flow
projections to ‘prove’ their business prospects. @we other hand the

Chairperson used accountants and accounting refgoasnvince the board of
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directors and to justify his decisions. Hence, sitdvident that accounting
functions play a significant role in the exploitatiand concentration of wealth
through the credit mechanism. Therefore, accounisn@ strong persuasive

technology which serves the wealthy and sustaieguality.

Nationalism in the guise of import substitution & to preserve class
differences between the owners of capital and tbekiwg class. According to
Marxian analysis, the distribution of profits betmeentrepreneurs and finance
providers is awkward, but this accumulation of tapneeds both of them. The
credit provided under the mask of nationalism at#s the credit mechanism,
transforms idle money into loans that can earnréstefor their owners, and

redirects it back to accumulation, thereby incregishe class difference.

Individual traits are super-structural. Structul@yp a vital role in shaping one’s
motives. According to Marx, the structure is classed and the Chairperson, a
powerful capitalist, tactfully hooked other sogyatiowerful individuals into his
social network which in turn boosted his own sost@nomic power base.
Socially powerful decision-makers in this reseasgemed to place their
egoistic interests and symbolic gains before thentg’s economic interests,
under the facade of popular theories such as raison, patriotism and social

responsibility.

The major shareholders did not inject a single @ntnew capital but they
smartly used others’ money to acquire and retagncitntrolling power of the
Bank using certain loopholes in the system and diyning employee share
ownership programmes (ESOPs). The directors ofB8®Ps are their most
loyal employees and include relatives and familgrfds. In this way the
Chairperson established his powers to extend citedibnnected parties outside
the credit rules and feels more powerful becausedies after not only himself
but his cronies as well. This is a clear explostatof public deposit funds for
the benefit of the “owners” of finance capital. Tinegative publicity was such
that the Soft Bank faced a ‘run’ and lost 10 petcehits deposits. The

regulators had to intervene by removing the bodrdi@ctors including the
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Chairperson and assign the management of the bahkanother stable, state-

owned bank.

On the other hand, small shareholders are expltitedigh bad credit decisions
which hamper the bank’s profitability. This resdlten circulation of
unfavourable research reports on the bank, theofails share price and the
ultimate consequence of reducing the shareholdegslth. This scenario has
little, or no effect at all on the controlling majshareholders since they do not
expect genuine business returns such as dividemdsapital gains, but
numerous other advantages such as fringe benatfitst perks and/or fulfilling
their motives such as “feeling powerful”. The uléita sufferers are the minority
shareholders, its employees, customers and in thestwase scenario, the

public.

Marxian critique suggests that power is held byiteh@nd exercised on its
behalf. Equally, lack of money translates into pda&sness, deprivation and
exclusion from social activities for the majoritiytbe poor under capitalism. As
argued in this thesis, successful participatiosdaial affairs depends less on a
person’s abilities and skills and more on possessib money and power.
Money, whether through credit or other sourcesthes possessor’'s essential
powers. According to Marx, one’s individuality iscondary to possession of
money. Any wicked, dishonest, unscrupulous andidgtinglividual is respected
because money is respected. Money is the highest, gmd consequently by
association, its owner is also good. There seembetca barrier between
ordinary people’s potential (through abilities, adeand skills) and access to
money capital in capitalist society. In the meamtimeople (with or without
abilities, ideas and skills) who possess money gaiential advantages and
multiply them. Moreover, when access to capitataspled with true potential
or ideas, abilities and skills, it may have an wn@uavantage over moneyless

people and an exponential effect in accumulatingltlie

It is argued that the culture of using informal heats in Sri Lanka is an

outcome of lengthy colonization where business wassible only with
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government support such as issuing various licetwé&sde and manufacture.
The implementation of successful transactions requbureaucratic approval
but a large number of the bureaucrats are corruptqueople with connections.
The introduction of strict price controls of prodsievould have also influenced
people to exploit informal means to carry out thbirsiness in a more
competitive manner. This situation is a viciousleywhere economic power is
instrumental in encouraging informal methods are‘jihb’ is done by using or
abusing power, which in turn boosts the social powiehe power holder and,

further encourages using informal methods in thoées.

There are four types of credit decisions observadng the interpretation of
research data. This classification of decisions wWase based on decision-
makers’ approach towards application of credit suénd rationality of the
decisions. There are some credit decisions whiale wede according to credit
rules and seem rational. Conversely there are stoisions which were made
superseding rules but still seem rational. Alsadh&re some credit decisions
which are made by strict application of credit suleut look irrational while
some other decisions which are made informallyheit following rules and

look irrational.

9.3.3 Methodological derivatives

Many researchers feel a need to position themsedgea particular type of
researcher and identify themselves with a defineay wf knowing. Each
research situation and research question is unaue,assumptions can be as
varied as the situations. The researcher has takestrategic position in

designing the research methodology of this research

The past experiences of a few senior bank officeese reconstructed for
building understanding and to expose the existieglit systems in Sri Lanka.
Then they were substantially backed by evidencainbtl through secondary
sources. Some real-world experiences were itefgtfitered through analyses,
interpretation and theorization and then articulate knowledge in this thesis.
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This case study research also supports the claincdisa studies are not really a
methodology, but rather, are an approach to relkeditte case study research
data was collected through different sub-methodshsas questionnaires,
interviews, exchange of e-mails and internet chetts, The research data were
analyzed using narrative methods and pobimgandwhy questions repeatedly.
The theoretical guidance provided by Marxian caiticheory played a
significant role in presenting, analyzing, intetprg and theorizing the outcome
of this research. In designing this case study amebe the integration of
carefully articulated research assumptions/questiwapositions based on the
preliminary investigation backed by the researchexposure to the relevant

field of study were useful to maintain the focugha study.

9.3.4 Combined conclusion: Credit Mechanisms create roadbcks for
economic development and play a role in sustainingvealth
inequality

This thesis argues that all individual, social-otdt and economic-political

factors are collectively directed towards protegtamd strengthening the social

power of an affluent class within capitalist sogieThe economic power
afforded by money eventuallgads to social power and in turn, social power
becomes a significant driving force of arbitrarfginrmal decision-making in the
banking/finance industry in Sri Lanka. Then, beestl® powerless are ignored,
the poorer classes are neglected. Equally, a ldcknaney translates into
powerlessness, deprivation and exclusion from bacidvities for the majority

of the poor under capitalism. Therefore, opportasitare lost to the

society/country as a whole, and the poor remaim.poo

On the other hand, because the powerful classagsrasgnore power through
such informal decisions, it can be concluded thaguality in the society and
preferential/informal bank lendings are mutuallinfercing. And therefore, the
socially powerful rich classes get richer and richile the powerless poor

classes remain stagnant.
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Preferential credit decisions are made to accomtedé#dow socially powerful

credit-applicants, while the arbitrary strict applion of rules is apparent to
reject some other credit applications. The appbcabf rules has become a
negative device and they are meant to be superségedspective business
projects are to be financed through bank loans. #uh encouragement of
small, poor clients can have a negative effect anamager’'s prospects. The
mutually reinforcing cycle is that certain crediéaisions, which are made
through abusing authority, supply money to theuefitial individuals in the

society and, such economic power enhances thelspovwerbase of those
individuals, which in turn reinforces the propeysid make preferential credit
decisions. On the other hand when credit is dedlibg applying the rules
strictly because the credit applicants are notaritial or do not have informal
access to credit decision-makers, the powerless ptass is ignored and
opportunities are lost to disadvantaged social ggohis mechanism makes

rich people richer while poor people remain poaraf poorer.

The Soft Bank crisis showed that the extreme ugbeoéxploitation mechanism
and credit mechanism for capital accumulation is sustainable. Also, these
power-driven discriminatory decision-making systemst only restrict the
availability of financial capital for feasible pegts, but also blatantly deny
credit applications of potential enterprises. Ferthwasting resources for
unfeasible projects, while ignoring the need fortming potential viable
projects, are a double blow to the efforts towaedgployment generation and
economic development and therefore, detrimentdieéeconomic well-being of
the general population. This situation frustratespgoor. These findings provide
insight for policy formulators in developing poks for more productive
financial capital mobility systems in Sri Lanka.eTbonclusions of this research
emphasize the need for radical changes in thediahmobility system through
state intervention for SME development. It is sigjgd that proper state
intervention in regulating SME financing could rereosuch credit-related
obstacles to economic development, and work towardair distribution of

economic benefits to the people in Sri Lanka anabd.
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Appendix 1: Questionnaire (1)

1. Please identify and provide details; credit amoyppject description and
application process (you are free to use fictitinames) for a credit applicant you

are well aware of the credit application procedisveed.
2. Was it successful?

3. Did credit applicant attempt to approach higheratrity to influence the loan
officers who were doing formal credit process? Hauat methods, did the credit

applicant use to approach the decision-makers?

4. How and to what extent that the credit applicard baen accomodated by the

decision-makers and what methods were followed?

5. Please describe the the project proposal in dateglation to the general economic

environment in Sri Lanka?

6. Please describe the loans negotiation processefoim of dialog if you can recall

them?
7. How and what methods were used to present thogecpgdo the decision-makers?

8. What methods did the borrower use to convince theistbn-makers? Please
indicate as you believe, why did the bank decisimkers accommodate it? (If

you feel comfortable to answer?)
9. What were the immediate results of the credit dexa®s

10. Please describe the present situation of the erge®Does it service the loan/s?
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Appendix 2: Participation Information Sheet

UNIV ERSITY

TE WANANGA ARONUI O TAMAKI MAKAU RALU

1. Date Information Sheet Produced:

03%July 2006

2. Project Title

Role of bank lending in sustaining income/weal@qguality in Sri Lanka.

3. Invitation

You are cordially invited to participate in thissearch because the findings
would be helpful for economic development of Srhka and to minimize

unequal distribution of income/wealth among peopRarticipation is

entirely voluntary.

4. What is the purpose of this research?

This research is for the researcher’s doctoralistudnd a thesis will be
produced on the findings of the research.

5. How are people chosen to be asked to be part of shi

research?

You will be asked to be part of this research byadsnand/or over the
telephone. You have been chosen because you hakedvor local banks

in Sri Lanka for more than 20 years.

6. What happens in this research?
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You will be interviewed by secured emails duringiethyou will be invited
to describe a series of events that you observddyanr perception of the
effect of these on lending decisions of banks inL&nka where you work

or worked.

7. What are the discomforts and risks?

There may be some ethical risk or discomfort to yewen though
informal/arbitrary methods including bank lendingcaions are very
common in Sri Lanka and the public is aware of ¢hesses. However, very
careful control measures are suggested to allethatse risks as described
below.

8. How will these discomforts and risks be alleviated?

There will not be any clue to identify you as yddentity will be kept
strictly confidential. You are not expected to ravanything which will
embarrass you or make yourselves uncomfortabley @mb participants
would be interviewed out of large number of bankpkypees and only three
cases will be selected for the purpose of thisarese As there are a number
of people involved in managing each credit perntli'om the point of
accepting the applications, processing, negotiatimgcommending,

approving to monitoring, the probabilities of tnagithem is very remote.

You will be advised to use email accounts outstie lbanks, so that you
cannot be identified by the bank by tracing empésyemail accounts. | will
advise you to use my Hotmail or Gmail accounts as email box is

accessible to the IT staff of AUT university.

The e mails will be destroyed immediately permalyemifter making
printouts which will be stored in locked cabinets the supervising

professor’s office for six years and then will lssttoyed permanently.

If you experience any imotional or other discomfgdu will be able to use

the AUT online counselling service, if you consittarecessary.
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9. What are the benefits?

The research findings would be helpful for the ecnit development of Sri
Lanka and to minimize unequal distribution of incgmealth among
people. The knowledge could be applicable beyoridL&nka for other
developing countries with similar backgrounds. Thesis might earn the

researcher a PhD.

10.What compensation is available for injury or negliggnce?

N/A

11 .How will my privacy be protected?

Your identity will be known only to the researchard to the supervising

professor. Your identity will be kept strictly cadéntial.

12 What are the costs of participating in this researi?

Only some of your time. This could be up to 4 -c8its.

13.What opportunity do | have to consider this invitaion?

You are invited to respond, if you wish to taketpaithin one month.

14 How do | agree to participate in this research?

You will be able to agree to participate by promglithe signed Consent

Form that is e mailed to you with this informatisimeet.

15.Will | receive feedback on the results of this resech?
Yes, you will be sent the draft documentation ofuryonterviews for

verification and the articles written on the reseafindings will be sent to

you.

16 What do | do if | have concerns about this research
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Any concerns regarding the nature of this projéctud be notified in the
first instance to the Project Supervisor, Prof. tKeiHooper,
keith.nooper@aut.ac.rielephone +64 9 921 9999 extension 5758.

Concerns regarding the conduct of the researchlgHmi notified to the
Executive Secretary, AUTEC, Madeline Bandedeline.banda@aut.ac,nz
921 9999 ext 8044.

17Who do | contact for further information about this

research?

18.Researcher Contact Details

C A Saliya,saliya.ca@gmail.com

19.Project Supervisor Contact Details

Prof. Keith Hooper keith.hooper@aut.ac.nZelephone +64 9 921 9999
extension 5758

Approved by the Auckland University of Technology Ehics Committee on
29 May 2006 AUTEC Reference number 06/40
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Appendix 3: Questionnaire (2); Analytical

guestions

a) The approach and methods used by the borrower
Why did the credit applicant approach the chairpedirect?

* Was it because he is powerful?

* Was it because he is rich?

* Was it because he had the access or had the n@twork
* Has the applicant tried the formal methods before?

What was the outcome of such approaches?

In the case of denying the credit, did the crepgli@ant attempt to approach the

decision-makers informally? Was it successfulolf mwhy?

b) The approach and the methods used by the lender
Why did the bank accommodate the credit appliaafiorimally?

» The project is financially feasible?

» Because of the technical reasons such as excag$tyq

» Because the decision-maker was deceptively guigiedebcapable
credit applicants?

* Was it for personal gratification?

* Was it on sympathetic/patriotic/nationalistic grdsrand/or based on
social responsibility?

* Was it because of personal relationship?

* Was the decision influenced by the ego of the dawimaker?

» Did the organization structure force the decisicakar to make such
decisions?

* Has the SME financing schemes of the governmentrapgct on this

decision?
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c) The influencing factors
Please comment on the following factors in contiiiior acting as roadblocks

towards the decision-making process of this degisio

» Organization structure

* Poor management skills of the relevant bank officer

» Nationalistic or patriotic attitudes

» Egoistic motives

* Government policies on entrepreneurship development

« Government policies in SME financing

d) The decision-making process
Please critically analyze the decision-making psscand comment on the

following questions:

* Was it quick?
* Was it after following proper banking policies gmcedures?
* Was it based on cash flows and proper credit etiah&s?

* Were decision-makers rewarded as a result of thesisions?

e) Concluding remarks
Please feel free to express your views on thisitceggblication with regards to

the social network and economic and social powéndi¥/iduals involved.

Also you can express your views on the impact athsaredit decisions to

economic development and addressing poverty prabler8ri Lanka.
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Appendix 4: Linking exercise of evidence; from

data to story- The background and Case |

Evidence Type

Evidence Content (Pl. refer sectiomdicated within
brackets)

News
Papers/direct
observation

Newspapers

Annual
reports/Press-
releases/

Direct

observations
reconstructed

Bomb blast in Colombo (7.2):

There was a terrorist attack in Colombo, the Chpit&ri
Lanka, in January 1996. The damage was heavy w
death toll of more than 30 people, casualties afentlban

ith a

300 people. It caused severe damage to the building

around, including the office of Mr. Perera who whe

Chairperson of Soft Bank, the banking arm of adarg

Group of companies. He was hospitalized with ser
injuries to the left eye and eventually he lostélge. Mr.
Perera (the Chairperson), in his late fifties, &atevoted
Catholic, and the most venerable priests came emeg
for him in the hospital. He was told that “...Yourtddor
this world is not over; therefore the God has saumdto
serve the people more”.

Doctorate to the Chairperson (7.2):

The University of Sri Lanka recently awarded

Chairperson with a Doctorate, for his contribut
towards the business development of the countrywéke
a well recognized business tycoon having more thae
hundred companies under the name of Soft Group,
ten of them had been listed in the Colombo st
exchange. A leading business magazine named hihez
Personality of the 10,000 thousand employees, US
million of net assets and US$2 billion of total etss

Management style and change (7.2.1)

General Manager/Chief Executive Officer (CEO) oé
Soft Bank had a clash with the Board and he leftBank
together with almost all the members of the se
management team of the Soft Bank in June 1996
formed a new bank. Further, more than 100 offideits
the Soft Bank and joined the new bank in Septen
1996. The dissidents, in canvassing an already R
customer base, also launched adverse propaganitesta
the Soft Bank. The Bank was facing severe proble
losing staff and customers at the same time antbwita

ou

he
on

and
ock
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5$80
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Regulatory
directives
by the
Rating

issued

CBSL

strong management team, in need of a strong lg@gde
As a result the Chairperson had to be involved ineav
meetings with the senior management of the ban
power in the board by inviting a few loyal confids

(two lawyers, an accountant and an IT specialistd) the
board of directors of the Soft Bank.

Normally the full board meeting was held on thet

participated and crucial decisions were made. Is
evident that Board/Chairperson approved only

recruitments, promotions and capital expenditurte)
recommended by the then management. When there
customer/staff complaints or requests for crediflifees
from the Chairperson/Directors, they were re-dedcto
the next Board meeting. This process was followe

hierarchical-authority.

The new CEO was a senior banker, in his late $ifdaad
demonstrated a democratic and consultative type
qualities. The Finance Manager, a qualified accanin
management. In addition to the full Board meetiting
Soft Bank started three more weekly review meetings

the other three Fridays of the month, for the Marig
Recoveries and Information Technology functionghef

Chief Financial Officer (CFO) were invited for dliree

public. He was very customer oriented and ofteovaid

sometimes causing embarrassment to such officers.

Basel Agreement, Capital Adequacy, Single Borro
Limit, Liquidity Ratio, Ownership restrictions (71:

monitor the progress closely. He also strengthemed

proposals (credit, re-structuring of large fatj new

IS

day-to-day operations of the bank and therefore he
suggested to the Board that he would have wegekly

k to

h

as

Friday of the month where all the board members

wa
the

e
were

the management, and the CEO had to report on ttgse

avoid conflicts by giving due respect to the formal

management style. He had no experience of holdiag t
hot seat before and showed laissez-faire type tehite

t

was promoted to the position of CFO by the new

bank. The relevant senior officials were summoned t
these meetings whenever necessary, while the CEQ an

meetings. It was the practice of the Chairperson to
allocate some time to handle the complaints made by
customers, potential customers and even by theraiene

the customers to confront the bank officers openly,

wer
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reports/Internal
circulars/ Direct
observations
reconstructed
through
Questionnaire
Two, Question

(€)

the

Rating
Interviews
colleagues/

direct
observations

reports
with

Strict compliance of the Single Borrower Limit pesxed
the Soft Bank from lending to sister companiesin $oft
Group. The Chairperson was not very happy aboust
concept since most of the group companies
significant amount of interest to other banks omirt
borrowings and the process was not reciprocal lseg
none of the other banks operated as a part of @pgas
the Soft Bank operated. He used to say in a ligian
that, “the Rugger Ball technique is the best styatior
these regulators. We must do the best for the Badket
the regulators chase behind us”.

“The Chairperson plays disproportionately largee’tq
(7.2.2):

The Soft Bank had obtained a special approval ftioen
Central Bank Sri Lanka for direct holding of 18% itsf
equity by the Soft Group. The Banking Act allowdyo
10% of shareholding by a person or persons who
acting in concert. But the Soft Bank had more tBafo
of its ownership with the Chairperson, his wife dad/
companies of the Group, through indirect holdings
employee share ownership schemes, which are all¢
by the Banking Act. One rating agency had repo
“[T]he Bank’s Chairperson, a promoter shareholgéys
a disproportionately large role in running the Baanid
particularly in setting policy. The Group’s traakcord in
managing the Bank has not been good so far”.

This loophole is that the special permission grarit
purchase shares of a bank by its employees byimge
trusts in the name of employees called a “Emplg
Share Ownership Plan” but the ownership is limiteg

thi
paid
h

au

are

a
pwed
rted

at
yee
)

five percent. Under normal circumstances banks @ann

lend money to purchase their own shares but
exception is ESOP. Therefore, the Soft bank cresie
ESOP trusts and lent money at a concessionaryofa
interest to purchase its own shares, and each

acquired 4.99% of ownership summing up to 29.99
ownership in total. The present owners did notdng
single cent as new capital but it was a ‘smart’ vedy
using others’ money to acquire the controlling powe
an institution. The directors of these ESOPs ag#& thost
loyal employees such as relatives and family frieadd,
in this way, the Chairperson feels more powerfudose
he looks after not only himself but his cronieswed.

the
d
te
trust
o of
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es

Annual
reports/Press-
releases

Financials of the Soft Group and the bank (7.2.1)

The customer deposit base was three times of fHaED
Bank, which was also incorporated in 1989. It was
second largest private bank in terms of customposiés
and assets and became the largest private baakms Of
the branches and number of employees by the ekttt
year 1996.

However, the profitability figures were poor, retiog its
Return on Average Assets (ROAA) as less than 1%
Cost to Income ratio as more than 70%, which was
highest among private banks listed on the ColonmtbokS
Exchange. The amount of non-performing loans (N
had risen to more than 20% of total loans. The @&
Bank of Sri Lanka severely warned the manager
several times and had set time frames to addressshbe
immediately. The Chairperson was worried about

situation and raised doubts on the efficacy ofsysems
as well as the personnel of the Bank. The markee mf
the Soft Bank stock was also not performing in wah

the industry average Price Earning (PE) ratio. Res$e
reports on the Soft Bank, published by most of
stockbrokers were adverse with a recommendatio
‘sell’ or ‘hold’, and because of poor financials &vh
compared to the financials published by the peeks&a

In 1995 the Soft Bank had reported US$3.5 millain
after-tax profits. The shares had been trading \ait
average PE ratio of seven times, where the indumtio)
performed at twelve times. The Cost to Income r
worsened from 70% in 1995, to 80% in 1996. The N
level was also on the high side with 18% in 1998
20% in 1996, compared to the industry average 66,1
while the CAT bank reported the best NPL ratio &6.7
The ROAA of the Soft Bank was 1% in 1995 came d
to 0.6% compared to the 2% of the CAT bank and
international average was reported as 2%.

The Capital Adequacy Ratio was reported as 8%
within the regulatory requirement of 8%. The So#nR
was experiencing a very hard time with the exte
auditors and the Bank Supervision Dept. of the @&
Bank of Sri Lanka with regards to the provisionsb®
made for bad loans. The provisions for bad del#sa
percentage of after-tax profits, was 50% for th& Bank

nf
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whereas the industry average was only 10% in 1B96
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Inter-rater
reliability checks

Research report
of Stock Brokers

Treasury
— Internal

reports

Reconstructed
direct
observations

Internal circulars

Direct
observations

the deposit growth of the Soft Bank was reportedhas
highest in the industry with 35% growth, from US$5
million to US$703 million during the year 199
compared to the industry growth of 15%. The SofiB
achieved a remarkable loan growth of more than 54%

(industry loan growth was 20%) in 1995 and 2
(Industry 20%) in 1996 contributing to the totakets
base growth of 22% compared to industry averag
15%.

“Mr. Perera became all powerful” (7.2.1)

Under these circumstances Mr. Perera became the
powerful Chairperson of the Soft Bank.

SSof'[ Bank shares were recommended to ‘sell’ ordh
(7.2.1)

The selling pressure on the Soft Bank share
aggravated by the adverse rumours spread by
dissident group, who worked for the new bank, pugt
the share price further down.

5 The Soft Bank was making a negative contributiog.()

The Soft Bank had about US$100 million investe®GB
over and above the required amount for the statuy
liquidity requirement. The Soft Bank was highly did
with an extraordinary growth in customer deposised
and had reported 34% of Statutory Liquidity Rat®
against the regulatory requirement of 20%. Thigagibn

out if the bank mobilizes funds at the present rait¢
interest and invest in GS, without lending, the Koauill
make a negative gross spread (contribution) of 3%
incremental deposit funds.

New strategies for interest rates and lending, imgrthe
Bank officials and comments of the officers, efc2(1)

Chairperson was critical on the lending policy o Soft
Bank and the regulatory requirements such as Qs
Adequacy and Single Borrower Limit, and approvee
following two strategies to be implemented immeeliat

To cut the interest rate offered by the Soft B

N

D

\

was reported to the Management by the CFO andqmbj

5%

e of

2 all

was
the

ipita
th

ank

for deposits by 3%.
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Research reports|

e To introduce attractive loan products for

aggressive lending, offering a lower rate
interest.

of

The CEO and the top officials of the managementewer

very nervous about reducing the rate of interest
customer deposits, citing that the Soft Bank wadd be

fo

competitive among the rival banks which were still

offering the same rates. The CEO warned that t
would be a ‘run on the Bank’. Chairperson queriee
tolerable limit of such a ‘run’ and instructed t6&0 to
monitor the deposit movements daily and reporthi
liquidity position of the Bank was in jeopardy.

here
t

—

On the other hand, the senior credit officials were

severely warned and, given a massive task of aicigev

already increased lending targets. Marketing teaas

asked to make a presentation on some innovativirign

products after working with the advertising agentyhe
Bank. The budget and the cost-benefit analysistbduk
vetted by the CFO and a quick-time plan for thentdy
had to be tabled at the next review meeting.

The Soft Bank lost deposits due to the lowest ési
rates offered in the market but the trend was hat
alarming to the liquidity position. Marketing teawas
very critical about the situation and warned, “Oryce
lose a customer, it is very difficult to win thenadk”.
One of the popular arguments was “We worked verd
to win this customer base. The cost of regainirgmh

w

— =

na

would be much more than the saving that-we get from

the reduced interest rate”.

However, it was surprising to note that all othanks
followed suit and reduced their interest ratesdeposits,
in six to eight weeks’ time. The growth rate of dsits of
the Soft Bank too returned to normal. The aver
interest rate offered by the banks for one yeaed
deposits as at 30June 1996, was 12%. The Soft Bg
reduced that to 9% in August. In the middle of Asigine
average rate came down to 11%, then to 10.5% by
end of the month and finally to 9% by the third Wwex
September 1996.

age
X
ink
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Bank
Reports

Central
Annual
Bulletins

Newspapers/
CBSL reports

Reconstruction o
observations

through the
Questionnaire (1
Questionnaire (2

Gilt edged instruments offer higher returns thamkb
deposits (7.2.1)

With the change of the Government in 1994 the CE
cut the REPO rate (Re-Purchase Offer rate; sirtoldhe
cash rate in New Zealand) and Reverse REPO
frequently. This situation affected most of the kmwith
low Advance to Deposit ratio, and which had invds
their funds in government securities. The REPO,1
which was at 18% at the beginning of the year 198
slashed frequently in 1995 and 1996 to remainatldto
level at the end of the year 1996. The spread letviee
REPO rate and the Reverse REPO Rate also reg
from 3% to 2%.

Sri Lanka had a very peculiar type of interest
scenario where the Government Securities (GS)eath
higher rates of interest than the rate offered agkls to
the public for their deposits. Therefore most & banks
followed a very conservative lending policy, contédnly
parking their excess funds in risk-free TreasuryisB
and/or Treasury Bonds, and made an easy spread.

This is because the GS (Treasury Bills/Bonds) were
easily accessible to the general public specialysmall
timers where there was a minimum amount required
investment. Also the investment and the liquidat
procedures were complicated so that ordinary dépss
conveniently opt for the closest, friendliest bitaraf a
bank and invest their money in deposit product$ vai
lower return.

Import-Export statistics (7.3.1)

The total export income of Sri Lanka was US$12,
million in 1996, and Textiles & Garments Sec
accounted for US$6,484 million which was more ti
53% of the total export income of the country ahd
Tony Group accounted for approximately US$Z
million in the year 1996.

f The meeting with Tony (7.3.1)

One Friday, while the Chairperson was conducting ain
the review meetings of the Soft Bank, Mr. Tony,
owner of Tony Group, contacted the Chairpersonafo

a
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immediate appointment to discuss an urgent maftee.
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Questionnaire (1

Questionnaire (2

Chairperson immediately made arrangements for ekd
meeting showing all the respect to another busi
tycoon of the country.

Tony was adjudged the Entrepreneur of the Yea®Bbl|
His group had accounted for a major share of &x@ind
garments exports, which was the largest foreigmamnge
earner of the island. The Tony Group expanded fasty
especially during the previous regime of Republi
Government, with huge loan facilities from t
government owned banks, for the setting up of faesg
in the rural areas. Tony Group had a very goodtegjmun
for manufacturing garments for world-renowned b
like Marks & Spencer, GAP, Van Hussein, and
others. Those buyers also had invested in high-
equipment and quality experts in the Tony Grg
factories.

The credit proposal of Tony (7.3.2)

He tabled the details of his factories with theapacity
and locations. He blamed the newly appointed Lal
government for not allocating on adequate quotahfior
to work on full capacity and therefore, he compaainhat
his group was running with a negative cash flow tu
under-utilization of assets. He was in the midstag
crucial issue, he said that he had no funds to thay
salary bill of the current month. The best empleyaere
leaving the group and he said he had no optiorr dlize
agreeing to the foreclosure suggested by the banks.

He also pointed out that the new owners would re
able to maintain the same rapport with the inteonat
buyers and the whole episode would end up in tngg
pushing 30,000 workers to the streets. He was plgad
the Chairperson to bail him out, assuring that thedit
line would rejuvenate the whole group and the fizash
flows would be very healthy with the orders in th
hands. He also requested for a facility of Lette€redit
(LC) to import the necessary fabrics and accessorie

On the request of the Chairperson he explainedds$
flow situation and borrowing positions. The to
borrowings of the Tony Group were more than US
million. It comprised US$5 million from the Bank

Lanka, US$5 million from SET Bank, US$2 million fnoj
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Questionnaire (2

HAT Bank and a syndicated loan of US$8 million from

all three banks. He had borrowed from all privaamks

and Bank of Lanka, the State owned largest bar®rin

Lanka, which had structured a syndicated loan d& we

Due to non-servicing of interest, almost all theksahad
classified Tony Group as a defaulter and had repow

the Credit Information Bureau (CRIB), which is the

central monitoring authority for defaulters.

When evaluating the creditworthiness of a clieim, first
thing a credit officer has to do is to call for RIB report
of the client. Tony had applied for a facility frame Soft
Bank a week ago and the team leader of the Com
Credit Division had declined it on the basis of (DRIB
report.

Tony was very convincing and very politely explaln
how the senior officers of the Soft Bank rejected
proposal and praised the Chairperson for his vasip
leadership and patriotic attitudes in advance.

The negotiation (7.3.3)

The Chairperson was very upset about the situatiah
blamed the politicians, regulators and bankers rfot
identifying the needs of the country. He saidthis. is
the whole problem with our bankers. They are guildg(
some stupid rules called banking practices and
people like you [Tony]. They will never think beyibthat
cage of banking practices. Even our State polid@sot
provide proper support to people like you. Now, yawe
generated 30,000 employments. If they lost thdis jand
you lose your business, the cost will be much northe
economy in the long run, | don’'t know, when thg¢
people will learn these things?...”. And the Chaigon
said “...tell me Tony how much do you want? And tv
is the collateral you can offer?” Tony said, “Satl my
assets have been taken by the banks, | can giveé
personal guarantee and the secondary mortgageeg
assets which have already been mortgaged to trex
banks, and Chairman sir, believe me and | willlabyou
down”. “Your house?” the Chairperson queried. “Téé
in my wife’s name and | am sorry sir, | can’t drdaer
into this, she will eat me”, Tony answered.

Then the Chairperson asked, “Can you give your si
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personal guarantee?” But Tony politely disagreednsg
“I am very sorry sir, but do not worry | will nevéat you
down and | will pay every cent due to your banktiome,
and | am not going to deal with any of those othenks
in the future, my one and only bank is your banktfe
rest of my life.”

The Chairperson smiled and said, “Ok, tell me your

requirement, have you got a good accountant? Do
have the cash flow projections?” “Yes sir, thi©aav we

are going to manage, | need US$2.5 million advange
pay my salary bill and other statutory dues. Angbéd a

LC facility of US$ 1.5 million to finance input mexials
for uninterrupted production.”

“Is that all you need? Tell me right now, you wiibt be
facilitated under the normal banking practices hy
credit officers in the Bank.” Tony was jubilant asdid,

“That’'s what | wanted Your Honor. | do not needemo

more than what is necessary.” and he invited
Chairperson to chair his board; “Why don’t you coamel

you

the

chair our Board meetings as well?” The Chairperson

thanked him for the invitation and said, “I don’amt to
interfere with your business, you are the bestqrets
manage your business, but you can give us a
publicity.” “Of course, sir,” Tony readily agreed.

jood

The following day the business page of a leading

newspaper carried an article saying, “Soft Bardcues

Tony Group”. The news spread fast and Tony
announcing openly that Mr. Perera helped him. ldaad
a special circular to the Tony Group employees rgp

was

Vi

that they all must do banking with the Soft Bank

explaining that the Soft Bank was a true kind bamikile
criticizing all other banks for advocating him tellsthe
factories.

The Chairperson was very happy about the publ
given and the copies of the paper cutting of thesnigem
circulated among the Board members at the nextd
meeting. He assured the board that he will bringenamd
more business and expressed his regrets that Hd
have done that before; means involving more in tday
day activities of the bank.
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Questionnaire (2

The decision (7.3.4)

The Chairperson approved all the facilities amauntio
US$4 million. He was very critical of the bank ofrs

who rejected Tony’s proposal purely on the CRIBorép

and said, “I think we need a good finance persan,an
banker, to manage Tony’s facilities,” and appoin@fD
as the credit officer in charge for the Tony Grolipe

CFO was instructed to monitor the cash flow positio

thoroughly and whenever there was a situation w
warranted over-the-limit borrowing, he had to reptor
the Chairperson.

Tony was jubilant on the quick decision made by
Chairperson and offered him a seat on the maindBo#&

the Tony group with a brand new Mercedes, which was

the harbour, imported under the permit granted
exporters. The Chairperson politely refused therodind

hich

the
r

for

appointed his CFO as an observer in the Board ef th

Tony group.

The outcome (7.3.5 and 7.3.6)

Sunil, one of long-time close confidants of Tonyaswy

fired. He was one of Tony’s joint-Managing Diredg
and was in charge of the finance function. It wasawn
fact among the accountants that it was very diffito
work with Tony. No financial controller had workedry
long periods at the Tony Group and it was not tar

notice vacancy advertisements for the post of Fii@n

Controller for the Tony Group. Senior executivesrtstd
leaving Tony Group, or were asked to leave. S
criticized Tony's financial discipline and alwa
complained about liquidity problems. He complaitiealt
Tony did not transfer sales proceeds in full tolsmka.

Mr. Tony was very particular about the closed excjea

=

(D

unil
y'S

control policy of Sri Lanka, and always had a buffe

overseas. He used various tactics to keep a palnisg
wealth overseas and was successful in convincieg
Chairperson of the Soft Bank to open a factory m
African country as well. Tony remitted money foiist
purpose as a capital investment outside Sri Lamkder a
special permission from CBSL.

The Tony Group’s fate is not a unique one. With
cessation of the quota system, the other counlikes
China and Malaysia could supply the same garmerds
lower cost, therefore the buyers naturally shifeirth

—

the
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business out of Sri Lanka for better margins. Thigat
was brought to the knowledge of garment business

men

and few dynamic businessmen created their own krand

and successfully transformed the threat into
opportunity. But the Tony Group was over-dependen

international brands and lost some of the contragts

Malaysia.

an
It

After few months, the Tony Group account was taken

away from the CFO and handed over to the Corpg
Banking division. The new credit officer submitted
formal proposal for the Tony Group and the managgn
approved the package recommended and extend
further facility to smoothen the cash flow.

After four years of operation, the Soft Bank had
provide for bad debts since the Tony Group coul
service the loan. The interest loss was around UBS
million which was in interest in suspense accoant] the
capital write-off was nearly US$1 million by theceof
2003. The Tony Group gradually lost their businasd
started to close down factories under the pres

imposed by the banks. The staff cadre had come down

10,000 and running only 20 factories by the en@@d3.
The monthly sales of US$2 million in 1998 had c4d

down to US$1.5 million in 2003 and was virtually

rate
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making a negative contribution.
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